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DOVR NQRZQ DV LQYHVWPHQW PDQ DJHPHQH FRAPRSS Economics "VHW |
WKDW PDQDJH PRQH\ IRU D IHH ZLWK WKH JRDO R IRU W
7KH PRVOV@R ZQ SURGXFW WKHVH FRPSDQLGNQR UM\ IVWPH

RI LQYHVWPHQWQRQEHLIQIL PWW X DWUIKXQIEE | KORKD (

IXQGV SULYDWH HTXLWIKBQG FX\QVOHWEY SLDIPWLE H W DTG WHEH YWSH V
ZKLFK WKH\ DUH VXEMHFW DUH IDU IURP VWDQGDUGL]HG ,QYHVWPHC
SURILOH LQYHVWRU DEFHVV SRUWIROLR FRPSDQ\ RSHUDWLRQV DQ
LQYHVIXRMHQYWWKH DVVHW PDQDJHPHQW LQGXVWU\ DOVR FRQVLVWV R
VHUYLFHV VXFKOWMEBYSHMYPBEWVDDQG FXVWRGLDQV

$VVHW P IRO®O H BVDIQMAIGI\L\L @LVR/Q QRO X @LYGIW W P H RWQWIRR@IIJR|I DOO 8 6
KRXVHRRE AW EONWPSH\U L HQ PURG ISIHIKL RMERZIWON U LVEEMAD E IOGHL Q F H M DARHIG
UHOLDQFH RQ DIWR/HQYR/OD WHKUHWL U P R QLHQ Y1 IR VMWWHIHQHBFRREZEPW K IR U H/DKRYHQY

7KBHFXULWLHV DQG ([FKDQJH &RPPLVVLRQ 6(& LV WKH SULPDU\ UHJ
L Q G X VWIHUL QTG XI\RW H \EQ WDGV R P HEZIX TP B G D W RWW HUFHRIIL BHIUHRWPD O G L 11 H U
VWDWRWWVRIHVKBDWRU\ IUDRBIVRBNKBEDV ¥ DQG V. XN BMKBH E X V L Q
W U HDQ GHVF W K § JL QDAY WU R[@PLSEM W K LV H XQFF@X\V@MREMS IUR Z W K LRIGW K W/ U \
WHIFUHDVLQJ RIHESHQGIFQR\ R FDISQM\DCHPRLQONHW W®&BQKLIW IURP D
SDVVLYH LQYHVWPHQW VW\OH DQG WKH H[SDQVLRQ RI WKH SULYLE

&RQWJIKDV VKRZQLINYW H Y HNAK B ADL\QIH W RP D Q D' XHRLHIQ WY RBR®X VW UV
ODZPDNHUV KIDYBRIMIHED ®IAW RW PDQDQBPKQI LQYRYWWURKOP\YHEWQ R C
VW D ER QEAWH U D J H @ KOHHHD GAUKEEDWV K IRYSHD B Wi © X\\OMARH FB/QM DV IROORZV

X : KHWKHU WKH DVVHW PDQDJHPHQW RO@¥V VO \VK\DDELDQH & P $ Q L\W B
BWDWSHPH ILQDQFLDO DX\DKRHWWRBE DV W B//HBASIRRSEIKQ L H
FRQFPMIRQDQFLD G XYW.IMELWKWIL QD Q F LDOURBYKHNAURW R I
PRQH\ PDUNHWVPXWEBE&NXQE DVVHW PDQDJHUV DUH JHQHUDOO\
LQYHVWPHQWR \FHIIL WRQREH WWELNIHIFWW R | 1L Q DY@V D\OR GARKDANJI X H
WUXFWXUDO %XRJDWHW MDEL® IF\R X 06 HHHVRE QHIWLQB® FKBOULQVWUXPH
LP SO L F DRARLZRHYHHF X QW D L Q

X : KHWKHU UHJXODWLRQ RI WKH DVVHW PDRMPHWP DQ\E 5Q & XNW WL §
IRUHWRQYBVRIRULYYHVWRU SURWHFWLRQ FRQFHUQV FHQWHU RQ L
HVSHRARBOOYDWH LYQGM [ XQGV D U HDISIHIKAHLL ¥ H SQSMIRQKEIMH W X U
UHODWLYH WR SXEOLF IXQGV LWKNKV VORI G LHFIN B & WOLEFG YOOV R Q V
LQYHVWPHQW RSSRUWXQLWLHV

X 7KH LPSDFW RI ILQ DRE LVDIOHW HRIOQRNDLRWY YOH) G XAKHWQW UHJIXODWR U
LV DGHTX®GUWHHWR WKHVH QHIZDWHREBQR@RRARHYWLRQ LV DQ LQWHJ
P DJHPHQWM. QBXMORSPH QWS RIDQE \ LEWQ B UWBIHD IAXIOND IV REK\EIH ED W H V
HIWHQW WR ZKIEKQRERIMBYRBULDWHO\ VHUYHG E\ WKH H[LVWLQ
20H RIFRKMRQVJRDOROLF\PDNLQVY W® WKRWBEWDLQYHVWRUV ZLWK
LQQRYDWLRQ
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Introduction

7KH DVVHW PDQDJHPHQW L QGBH[VW M W RIS HZLDNWKH F DY H\RFFRSFRSQ H Q W V
PDQDJHPHQW KRREROQRHNRU SURGSKBOEPWXQRBYVLHYG SULYDWH I
$GGLWLRQDOOLQIBXPEEXEFBRIDWY.QYHVWPHQW DGYLVHUV DQG FX
GLVWULEXWLRQ FKDQQHOV VDIHJXDUGV DQG RWEBHO\HVVHQWLL
KDORU RI DOO 8 6 KRXVHKROGV RZRHWRRBHBDWIRQJSXEOLF |
H[SHFWHG WKH LQGXVWU\ IXQFWLRQV WR SRRO DVVHWV VKDUH
LOIRUPDWLRQ DQG SURWHFW LQYHVWRUYV

$V VRV DJHPHQW 2FIRCISII® IUHW G YWR PIPOIRIHPHQW FRRARBHD\Q L H V

PDQDJIKQWUQYHVWPHQWH ¥X¥ROWHFWY MK LIABEW BRROWRQH\ IURP

Y D U LLRYGUL YR G X. D& WILQWXHAY IMRROUDISDY. H MWW BRHK CRAL Q D QAHVFOU Q V

7KH 6HF PQIGNUFMD &RPPLVVLRQ 6(&UHYXWRMW BULRPIDWKH DVVHW

PDQDJHPHQWHKIGRYWWWDWXWHY WKDW JRYHD® WKH DNGHWDBD

OHYBBOXKEHYHVWPHQW &RPSDQ\ $FWWRHBYHVWPHQW BGYLVHUV $F
3/ W K6 F X USLAWL IRV 3/ DY®HMFXULWLHV ([FKDQJH $FW
3/

3XEOLF DQIXSBUHUDGMWWLQJIXLVKHG E\ WKH W\SHWDRIGLB\YYHVWRUYV
WKH UHJXODWLR Q3R E SDEWE KV R WKX\WW XD O WQIE&H G [IFKD3MI H

(7)V FORMMEG IXQGV DQG XQLW, LVDUHV B/UPRITGNO WRGKEHWAY REVHR |
DO O WBSIHWD W B UPL® G WHRE WRRSKLVWLFDWHG LQ@WYMBXDIORQDO D
LOQYHVWRXY WKUH. QDWFRK HX DB Q HYURIY D WHIHKGGH IXQGY YHQWXUF
FDSLW DD QSUILGINYHW \

7KH ILURWMWSDUWSRUW SURYLGHV DQ RYHUYLHZ RI WKH DVVHW PI
UHJXOPOWLRRXHUH LVGHRLOLGIRD IRU WKH LQGXVWU\ WKH UHSR
SXEOLF DQ® BHUMWEMAMWD QG WKH LQGXVWU\ FRPSRIQHQWY WKDW
UH SIROMRO XW W R PWHRH L VG NWW ULV N H [ S/ROKIKHVD @/ BIWR) H G
GLVFORVH PRQLWRU DQG PLWLJDWH WKHP

7KH VHFRROM KINVUWHSRUW F\R QN QGHRRUMGFSX INNXHV QD KIGW Q J
WKH DVVHW PDQDNHRFAWW W& B XV /KA. B Q LWWHIEE B & DWAWHR/I ZKH)

1 SeePublic Fundssection of this report for more details on public funds. For household holdings of public funds, see
Investment Company Institut2019 Investment Company Fact Boal https://www.ici.orgpdf/2019_factbook.pdf

2:KLOH DQ LQYHVWPHQW FRPSDQ\ FRXOG PDQDJH ARWOWLVSDOVIRXEWGLQ FRPPRQ
interchangeably to describe an investment management company. For this report, unless noted otherwise, funds are also

referred to agnvestment companies. PEs U.S.C. §880a3(a)(1) the legal definition oinvestment comparg any

issuer which2 (A) is or holds itself out as being engaged primarily, or propmmsesgage primarily, in the business of

investing, reinvesting, or trading in securities; (Bengaged or proposes to engage in the business of issuing face

amount certificates of the installment type, or has been engaged in such business and hhgariifisate

outstanding; or (Cls engaged or proposes to engage in the business of investing, reinvesting, owning, holding, or

trading in securities, and owns or proposes to acquire investment securities having a value exceeding 40 per centum of

thevalXH RI VXFK LVVXHUYV WRWDO DVVHWV H[FOXVLYH RI *RYHUQPHQW VHFXUL'

3 SeePublic Fundssection of this report for more details.

4 These institutional and retail investors are more sophisticated and highertretlients who are perceived as better
positioned to understand and tolerate risks.

5 SeePrivate Fundssection of this report for more details.

6 Pension funds and insurance companies also manage assets; however, because they serve differeanflinotion
not regulated by the Securities and Exchange Commission (SEC), they are beyond the scope of this report.
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UHJXODW L RHQVRR DAQKOH HDRW/QW LQGXVWU\ SURYLGHV VXIILFLHQW S
ZKR LQYHVW PRQH\ LQ WKH LQGXVWU\ DQG 3l LQWKIRRKMIDFW RI IL
LQGXVWU\ DQG ZKHWKHU WKH FXUUHQW UMNJIKIO\DIWEHY IUDPHZRU
WHFKQRORJLHV

—e7@ee®dZece

7KH DVVHW PDQDJHPE D W KQICHKE WHHQ AW WMW®WLVWLFV GLITHU V
GHSHQROQOQWKH E/RWM REEXVWU\ UHSRWW REDWXHVIRDOGHW PDQDJIH L
LQGLFDWHYV WK®OW WKHWOPDQBUWUS/ L H WKRDONLFKLQ WKH JC
PDQDJHG DURXQG WU L'O&HRW RS D¢ \VeHVDW \LIQW PDQDJHUV DORC
WULOOLRQ LQ DVVHWV XQHZH® PID@DHHPHQW DV RI \HDU

Table 1.Top 10 U.S.Asset Managers, Ranked by Assets Under Management
(as of December 31, 20}7

Assets Under Management

Rank Asset Manager ($ Trillions)
1 BlackRock 6.3
2 Vanguard Group 4.9
3 State Street Global 28
4 Fidelity Investments 2.4
5 J.P. Morgan Chase 2.0
6 Bank of New York Mellon 1.9
7 Capital Group 1.8
8 Goldman Sachs Group 15
9 Prudential Financial 14
10 Northern Trust AssetManagement 1.2
Top 10 Total 26.2

Source: CRS based odata fromWillis Towers Watson/Thinking Ahead Institute 500 afrEnsions &
Investments

7KH LQ®WXMWUHWY DUH PHDVXUHG E\ DVVHWV XQGHU PDQDJHPHQ
JURVV DNMHWWR WKHRY KB \RHHQ/ MWK H1B W B WVRMYDIHUHU WR W
RDVVHWY PLQXV60HDEYWHWHEVLQYHVARREQMW RROED Q

W UROIOQ RVRWDO QHW3DVYBWW DXNQRSIV FEKLMAK POH B\RW\ BLFD O
KRXVHKROGW WKIHO0ARQ LQ WRW D QGO RIPWLRWSE B IQRSE H U

7 CRS calculated this approximation by multiplying the 53.2% of assets under U.S. management (page 11) with the
$93.8 trillion (page 4) of tal discretionary assets under management of the 500 managers included in the report. The
$50 trillion assets under management does not include assets of smaller funds that are outside of the top 500 list. Willis
Towers Watson7 KH :RUOG TV /D U Manag¥rs athtgps: Marvw.thinkingaheadinstitute.orfzhediaPdfTAl/
ResearcHdeasTAl_Pl_500_2018_formatted.pdf

8 Net assets equtotal assets minus total liabilities, and is different than assets under management. For more data, see
Investment Company Instituté$ 5HYLHZ RI 7UHQGY DQG $FWLYLWLHYV LE2DIWKH ,QYHVWPHQW
Investment Company Fact Boaithttps://www.ici.orgpdf/2019_factbook.pdf

9 SEC,Private Funds StatistigiNovember 13, 2018, attps://www.sec.godivisionsinvestmeniprivatefunds
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,Q DGGLWLRQ RWKHU PDUNHW GHMKHIBGHERBXQGLHYV WIXIFKORR & $R 0
RI VHFRQG T®¥DUWHU

Types soefta AMment Companies

ODQW\SHV RI DVRH@WPPRBIBYPMHVKHU WKH GLITHUHQW W\SHV RI

PDQDJHPHQW FRPSDQLHV DUH VXEMHFW7WERHAWIHRIH & W K6 XIOW V
PDMRWGSHY RRODQD/HWPHQW ERPOBQEMLF IXQGY SULYDWH IXQGV D
IRRNV Rl DVVHW PDQDJHPHQW

PubFinrds

3XEOLF IXQGV DUH SRROHG W® B R WFRHOQHN ZYLHIH. LYDYVW. RIUWAM R |

DQG LQYHVWOWKMRFEFRQHERQGYV D QKHR BREIBHH IV N RYHIULMGL HQ YHV WP F
FRPSDQLBYHAVRB®R VWLWXWL R QYW RIPNGH USNEDX® WIOHE Q DP H
IXQGVVHW KROGLQJVHRS FSXIEFOQFHIX WG YQLILFDQW JURZWK LQ WKH
JLIXUKBW \HMDQWG XEOKBDGV PDQDJHG PRUWH OVKIR® LQ DVVHWYV OC
EHKDOI RI PRUH W K®OW@QH W DRIO3DQ RIQVEV R UV

Figure 1. Selected Public Funds Net Asset Value
($ Trillions, Not Inflation Adjustedl

25
1995 2018
20 Mutual Funds 6.8 17.7
ETFs 0.0 3.4

15

10

0
o & N N D R N - N ~ T, V. VO S VS S, S
AP R PN 1@‘{9 FFFF DS S S

H Mutual Funds ™ Closed-end Funds # Exchange-Traded Funds B Unit Investment Trusts

Source: CRS based on data from Investment Company Institute and Strategic Insight Simfund.

Notes: Mutual fund data exclude mutual funds that investnarily in other mutual fuds. Closedend fund data
indude preferred share classdsTF data include ETFs not registered under the Investment Company Act of
1940 and exclude ETFs that primarily invest in other ETFs. Data are for investment companies that report
statistical informabn to the Investment Company Institute.

statisticsprivatefundsstatistics2018q1.pdf

10 Board of Governors of the Federal ReseRiaancial Stability ReportNovember 2018, at
https://www.federalreserve.g@ublicationsfiles/financiatstability-report201811.pdf

1 nvestment Company Institut2B)19 Investment Company Fact Bpathttps://www.ici.orghdf/2019_factbook.pdf
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7KHRXU EDVLSX\E\GHRDIBAE®/\X D O | X QHQIG B GIRWKBY UW GHG IXQGV
DQG XQLW LQYHVWPHQW WUXVWYV

7e7S8e¢f—ee

OXWXDO | XXGVPRYM Z3RBROMNX WK HV WPH QDD N R KRIFEQH G
HQGHG/ IXIQIG UWKER QWRL Q X R XV R | 1 HOXIMDX DRI RXQIENBNH FOQ O L P L W
WKH QX F/EHDW RV DEPKVEXTHK M K D U H R VD W BIG@H [ KRODQ KHQQYHVWR UV
QHHG W RVMM QY HHRVRWR/RBIN G H\HKPD DWVQ HW DM $HW YD O XH
SHGHP SWMDRY VHOOLQJ VKDW MEEOHF WHWR HYW B & XEQOO X G L Q J
1$9 DQG UH GDHIPIS WHE@\KIHVHEE W P $\O IBEDGEF H L V NL BRHIWRIB\WY V
DQG 5LVN 0LWDLRIDXRARNDW MRKILNRI R U W

°~032'—°i—°0§

$ FORWGIG IXQG LV D SXEOLFO\ WUD 8HG O\Q DHYMWR MQVE ORKPEDIQ\ R\
UDWKKDQ FRQWLQXR X V&I RRIGIBUIX@IGWKKHDRJHY DUH QRW UHGHHPDE
FDQQRW EH UHW X U8 GE W RV\K K H DLME WAKURIIG HHFER © EDYUH\V MCRUNH W
FDY[LW FIDR® HBEXVYLQJ RUVK B O MU L WL BAYHH [F

i E‘'S—oBeZA—dpe [
(7)VUH SRROHG LQYHVRMPRHL\Y H HHEDFARISMXDIODIW Q GV @® G FORVHC

IXQ®BW )WIIHU LQYHVWRUYV D ZD\WBRI| SBRIBMNK WRMIL PRGNV LMK D U H
RIIHWWE.D W FDRRVQ B GAHKORNH WY VWRFN

—'edVYZee—rce®l
8, 7VQYHVW PRQH\ UDLVHG IDRRPMP BB \SXEOHLVFWRRLHWULQJ LQ D JHQH
SRUWIROLR RI VWRFNVY ERQGV RU RWKHU LQYHVWPHQWYV W LV

WURVWLPLODU VWUXFWXUH WKDW LVVXHV UHGHHPDEOH VHFXUL
D XQLW RI VSHFELILHG VHFXULWLHV

12 SEC, Office of Investor Education and Advocalglytual Funds and ETESA Guide for InvestorsSEC Pub. 182,
December 2016, dttps://www.sec.gowtvestorpubssecguideto-mutuatfunds.pdf

B1HW DVVHW YDOXH LV WKH IXQGYVY QHW DVVHWY PLQXV QHW OLDELOLWLHV )F
$QV ZHWwal Fuds ~ DW KWWSV fagta@swekdhsdérsyutfundhtm.html.

14 Primary market refers to the market where securities are created. Secondary market refers to the market where
existing securities are bought and sold.

5SEC,3)DVW $ QQloZedibnd Fum Information ~ DW KWW SV fagadswetdhswdrsifclosehtm.html.

16 For more information, SeERS Report R4531&xchangeTraded Funds (ETFs): Issues for CongrasgEva Su
DQG 6(& 33Devs\EExchaengeTraded Funds (ETFs) bBtips://www.sec.govastanswersinswersetfhtm.html

17 The vast majority of ETFs are organized as eged funds, but some of the earliest ETFEsaworganized as UITSs.
Although small in numbers, these UITs represent a significant amount of assets. For eaaofpjeaend 2017, the
eight existing UIT ETFs held total assets of $379 billion, representing 11% of the ETF industry.opBsefule,
ExchangeTraded Funds” -XQH https:/@\v.sec.goviilesproposed?01883-10515.pdf

B)RU PRUH LQIRUPDWLRQ VUbhHIng¢sgmehj Dri'sw (SITsY ZDthps Viwww.sec.govast
answersinswersuithtm.html
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Priviahds

SULYDWHL X DR YWY WWW P HQ W RBI¥SWDIW H W K U R MIREPH PMPISIVOL R Q V
6(&UHJIXOTBWLRQWH | X @6 OIMEGHD QDR L YFH DQWHWW PMR B XEOLF | X
SULYDWWH®\GONRLRRH W QWBKBUH VX EPNRHLFYW MARV RIH DWEH YW LR QV

SULYDWBIUK®YDRODBOPLWR G @XPRHG RIQ WKXVRWKH QDPH SULYD

| X QS

$V RHFHPEHUSULYDWH |XQWWRHEGWRWDO QHWURLVWVHWRY DQGURV

DVVHWV XQGHULPXQB)UHRWRW (&L UVW DYDLODEOH SULYDWH IXQ

WKH ILUVRN TXDRIKRKWWK TXDUWKH BULYDW H U MNZRG H QABKKIV@V U \
SULPOHGIOAFUKMBWHYDWH HTXLW\2ODEE KNG HY WR¥GN QLQJ

IXQGV ZHUH HVWDEOQYKN® PNQID & W PFSIDWE NWR/P HQDW EXH W K H

GUDIWHURUBGNDEUNKH ULV D R EXFLEYDIAX UXSHEWID W H | XQ G

O D Q G WHIXIH TXHHW WULHRIDWUL G IR WRIH J X O/BWLKRW WR EH XSGDWHG

198 D Rl WKH $GYLVHUV $FW GHILQHV D SULYDWH IXQG DV 3DQ LVVXHU WKTELC
defined in section 3 of the Investment Company Act of 1940 (15 U.S.@B0mut for section 3(c)(1) or 3(c)(7) of
WKDW $FW °

20 A private fund isany issuer whose outstanding securities are beneficially owned by not more than 100 persons, or, in
the case of a qualifying venture capital fund, 250 persons, and which is not making and does not presently propose to
make a public offering of its secugti, among other conditions.

226(& 'LYLVLRQ RI ,QYHVWPHQW 0D (Pbinvate Fith@Qs\Stiisti o Dtd Caldn&av Qiatter H

2018, July 23, 2019, &ttps://www.sec.godivisionsinvestmeniprivatefundsstatisticsprivatefundsstatistics2018

g4.pdt

22 private funds grevs9% or 63%, as measured by percentage increases in gross asset value and net asset value, for
periods between first quarter 2013 (the inception of the private fund statistics) and fourth quarter of 2018. For more
details,see6 (& 'LYLVLRQ RI ,QYHVWPHQW 0D (Pinate Flhds\Stitistigkop Do Caldnéay 211LFH
Quarter 2018, July 23, 201& https://www.sec.gowivisionsinvestmentprivate fundsstatisticsprivatefunds
statistics2018g4.pdf and SEC, Division of Inve/ PHQW 0D QDJH P H QW PxivateHDrold BtatiBtds 2 | IL F H
Fourth Calendar Quarter 2014, December 30, 2015 ph&pat//www.sec.gv/divisionsinvestmentrivatefunds
statisticgprivatefundsstatistics2014q4.pdf

23 Allen Ferrell and John D. Morley, New Special Study of the Securities Markets: Institutional Intermediaries, Yale
Law & Economics Research Paper no. 580, Juh20®7, atttps://ssrn.conabstract3005542
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Figure 2. Selected Private Funds Net Asset Value
(% Billions)

2018Q4

2018Q3

2018Q2

2018Q1

201704

2017Q3

2017Q2

2017Q1

o

500 1,000 1,500 2,000 2,500 3,000 3,500 4,000 4,500

Venture Capital Fund & Private Equity Fund ™ Hedge Fund

Source: CRS based on data from SH&jvate Funds Statistiady 23, 2019
Note: As reported in SEC Form PF, Question 9. The fund types are not mutually exclusive.

7KHDRQ W\SHV RI SULYDWH IXQGV LQFOXGH KHGJH IXQGV YHQW,;
DQG IDPLOBXRNIWHKHNVH IXQG W\SHV DHHRPRIWX F M WAXKOHD @N\HII[AFF S XV IY Y
HTXLW\ LQW HW\W KDRODMB BMOR DBHV FULEH DO O W\BKIW RIHSIRIWWD W H | X
XVHV WKH WHUPLQRORJ\ VHW IRUWK E\ WKH 6(&%Q LWV SULYDW|

$PRQJ DOO PDMRU W\SRWQY®\ BHQWDXWH POBEW D XKDXBHIV ® QG IDPL
GHILQLWLRQW ' RED @D O 6WUHHW 5HIRUP DQGF&RQVXPHU 3URWHI
'RG)E D HMWU H P R Y HG. WWKRIUH. F SWBULARRD 6 (& UHJL\L\Y ¥ B WWR B QR/U
DGYLXHUK [HZHU WKL OOFD INHHQWDS LQ WKHAEUHKIXDBPWR U\ ODQG\
HVWDEOHYK® GHILQLWLRQV RI YHQW XU K K DASK.BWD OV KHYGVVBIQG! A I/
SULYDWH IXQHGN PFRUIDEG EKH QHZAHAXXK PBRHIBAG LWLRQ SULYDWH
ZLWK OHVV WKDQ PLOOLRQ ERQMLVHIENWENGHI) PDQDJIJHPHQW

22 7KH 6(&TV TXDUWHUO\ SULYDWH IXQGYVY VWDWLVWLFVY UHOHDVH H[SOLFLWO\ VYV
not mutually exclusive, meaning thersafund could potentially be referred to by multiple nar8&C,Private Funds

Statistics January 29, 2019, at https://www.sec.gaxisionsinvestmentprivate fundsstatisticsprivatefunds
statistics2018-g2-accessible.pdf.

25 For example, some experts define private equity as an alternative asset class that includes all assets beyond the three
primary asset classésstocks, bonds, and cash. For more details, see Benoit Leleux, Hans van Swaay and Esmeralda
Megally, Private Equiy 4.0 Reinventing Value @ation(The Wiley Finance Series, 2015).

26 SEC,Form PF xReporting Form for Investment Advisers to Private Funds and Certain Commodity Pool Operators
and Commodity Trading Advisorat https://www.sec.goaboutformsformpf.pdf.

27 For more information, se€RS Report R41350;he DoddFrank Wall Street Reform and Consumer Protection Act:
Background and Summargoordinated by Baird Wehel

28 This previous exemption counted every fund as a client as opposed to each invBstéXiQ G DV D FOLHQW 6(& 36(&
Adopts Dodd)UDQN $FW $PHQGPHQWYV WR ,QYHVWPHQW $GYLVHUV $FW ~ SUHVV UHO|
https://www.sec.gowewspress20112011-133.htm.

2217 C.F.R. 875.
30 6 (& PrAvate Fund Adviser Overview bBtips://www.sec.gowdivisionsinvestmentjuidancegrivatefund-adviser
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> 'Y SeBE eB7—e0e

$ SULYDWH HTSRWR D HG GQWH DWHING WF B B KL FFBRAD G M 19 VW DRVGHW V
QRW RIITWHKHGSWRPKMDV RZQHUVKLS VWDNH VLI ISYRLW B WXL WK O G
IX QLR Y HL YRUX GHHAMR UKW K LQGLYLGXDOV DQG IDPLOLHV SHQVLRQ
EDQNV DQG LQVX&36FRURRREDWEHBHAR XQRLQVWLWXWLRQDO
LOQYMYOWRHVWHG LQ IXDLENDBVUHO MIDX MR E B B/HH @&/ K D @ K B VRIH W V

LQ SULYDWH HTXLW\

Z—7>FZM 4G o e

9HQWXUH FDSLWDO IXQGV DUH VR XUNFBYHER WWQ WWXEK LIQPQFLQJ
KLMHFK V30WWWORSMM WREEDE) N ISH V6 (&VH VW IEEHILQKWE R IRU YHQW X
FDSLWBLRIXQMR EH FRQVLGHUHG IRU W K HURPQRHUNADE DS L @NDHOV W[R
FRPSDQ\ UHJXODWR WK U MKRBIGMHEBYXH D Y HQRDXYUGRWAN UD W
ERUURZ | X QGAOMIY WIRDMEKR X0 @ K RPAG H WRI DIQM\VWIDS L Q
QRIXDOLI\LQJ L QDYRR/QVUPRIY KA 7 KRIQGH WDLAR G HQWWUR EBRSLWDO
IXQQ@HHGYV WR EH PHW® QIQ\RIRGHWHWR¥DWRU\ H[HPSWLRQ

ZesZ¥—sce

+HGJH IXQGV DUH SRROHG R QANGHHES/PIRWIG!S/ H Y- X IOLEEVD IHWHNPHATW
SUDFWLFHV WK D/X PPROE X B O DDIRENDPEPRQJ LQY HBWR UXQ &V

D UPHR LFHR Q W U RAYKIJQY [RDADE H B DRODKBR/H I K MW U XFFRUWOSUDHHIGH BIRW KV H G
SHUVLVWHQW X&GHGS3H KB, RRMYQJIGIXGH DQ DQQXDO DVVHW
PDQDJHPHQWWRHRRDVVHWY XQGHU PDQDJHPHQW DV ZHOO DV DQ
SHUIRUPDQFH IHF RQUBBIUSURRIXWE PRWLYDWH D KHGJH IXQG PD

resources.htm

3! Private equity funds could also invest in publicly traded companies, espgciethasing the controlling stake of
public companies with a combination of debt and equity, often referred to as leveraged buyouts.

32 SEC,Implications of the Growth of Hedge Fundsaff report, September 2003 hdtfps://www.sec.gowiewsstudies/
hedgefunds0903.pdf

33 Brian Boyer et al.Private Equity Indices Based on Secondary Market Transactiatsonal Bureau of Economic
Research, Working Pepno. 25207, November 18, 2018h#ps://www.nber.orglapersk25207.pdf

34 The SEC defines a venture capital fund as a private fund that meets the following conditions: (1) Represents itself as

pursuing a venture capital strategy to its investors and prospective investors; (2) Holds no more than 20% of its

aggregate capital contributions and uncalled committed capital in nonqualifying investments, other ttamshort

holdings; (3) Does not borrgwrovide guarantees, or otherwise incur leverage, other than limiteetetmort

borrowing; (4) Does not offer its investors redemption or other similar liquidity rights except in extraordinary

circumstances; and (5) Is not registered under the Inves@oempany Act of 1940 and has not elected to be treated as

D EXVLQHVV GHYHORSPHQW FRPSDQ\ 4XDOLI\LQJ LQYHVWPHQWY JHQHUDOO\ F|
FRPSDQLHV® WKDW DUH GLUHENRGITRIOIHLUHG E\ WKH I1XQG

35 See dscussions of Title XXV of S. 488 (11%Congress), ilCRS Report R453080BS and Investor Confidence Act

(HouseAmended S. 488): Capital Markets Provisiposordinated by Eva Su

36 everage refers tasing borrowing to increase investment exposure as well as risk-s@fiorg is placing

LQYHVWPHQWY WR JDLQ UHWXUQ ZKHQ WD U JHelgelRundsV \DMIVYV IDOO LQ SULFH 6(&
https://www.sec.govastanswersinswershedgehtm.html

$71LU .DLVVDU 3,1 +HGJH )XQGV $UH /DJJLQJ :KBlo&nbekgHrebruBry 19, BRIDXFK ORQH\""
athttps://www.bloomberg.corapinionfrticles2019-02-19hedgefundslag-sowhy-do-they-havesomuchcash

38 6 (& Heédge Funds’Investor Bulletin SEC Pubno. 139 Februan?013, athttps://www.sec.gowivestoralerts/
ib_hedgefunds.pdf.
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JUHDWHU UISHNRILIHYKUDRRLQJ D O D\WIH R GOUWRKUIHNDKHF HMWR UV C
KHGJHVIXEQGU WKH GRZQVLGH ULVN

3ULRU WR)WEB NRGOX KENG ZHUH YLUWXDO® \UXQ X 6 0 DGROMGBEH U H
XQDZDWHHRKHGJIH IMOLGH DLLNHHW WP HQW VWUDWHMJIKHY DQG QXPE
'RGBEUDQN $FW PDQGDWHG PRUH GHWDLOHG UHSRUWLQJ RI KHGJ
&RQILGHQWLDO ILOLQJV Z2URB RUHVEH 18 “VXHRVGEVE B GBWERX R X V

G LV F XWRWZLKRHMKKHHGE HVIDHQEBU H H [ FBIY® LW K H L UNHORKH. QX PG LQG XV WU\
UHPZDL®HDN QHW DRF HRXQE@H Y PLOXRIG

S—'e¢2s' " EZe

YDPLO\ RIILFHV DILM MAR B WVWPHMHOOW PDQDJH WKH ZHDOWK RI IDPLC
RIIMKHLU VHUYLFE® GV RUWAKH S XEOIORD\ H [HPVS UR QU B PIZT6X & UHHPIH.Q W\
$FFRUGDQJ WHRS RILR X QK YRI®W L O\ RAHUIFHHWVWDEOLYKHG DIWHU
2ZLQJ WR WKHUDPH[GORMVILFHW\UHFHLYH PLQLPDO KIMYKODWLRQ D
JURZ® S L@OU H F H D QEEUMHSBER W WG BUWDH DEVH FRIFIDR S W L /G AKRHUG J H

IXQG PD@XFRHVUROHO\ PDQDJH“WKHLU RZQ PRQH\

PublIVe r sRr 4 v Butned s

TDEOHRPSDXHEWLF DQG JUKDLYODWHMWMKRIDNALIFMUHQFHY EHWZHHQ SX
DQG SULYDWHWXG@GGWRQQRAXGHH[DPSOHYV

X S5LVNSULYDWH IXQGYV QRUPDIOWN DYHWW DQ KIGJKSHO®R\ PRUH
YRODWLOH LQYHVRPEHQWPEWWDWRDWHVIXQGV IRFXV RQ

39U.S. Congress, House Committee on Oversight and Government Refledge Funds and the Financial Market
hearings, 110 Cong., 29sess., November 13, 2008, H.Hrg-582, Serial No. 11210 (Washington, DC: GPO,
2010), at https://www.govinfo.gozbntentpkg/CHRG-110hhrg56582/df/ICHRG-110hhrg56582.pdf.

40 SEC Form PF defines a hedge fund as any private fund (other than a securitized asset fund): (1) with respect to which
one or more investméradvisers (or related persons of investment advisers) may be paid a performance fee or

allocation calculated by taking into account unrealized gains (other than a fee or allocation the calculation of which

may take into account unrealized gains solelytlierpurpose of reducing such fee or allocation to reflect net unrealized
losses); (2) that may borrow an amount in excess chalifeof its net asset value (including any committed capital) or

may have gross notional exposure in excess of twice itsset walue (including any committed capital); or (3) that

may sell securities or other assets short or enter into similar transactions (other than for the purpose of hedging
currency exposure or managing duration). The definition of a hedge fund for FapomBoses also includes any

commodity pool an adviser reports on Form PF. See 8E@te Fund Statisticsathttps://www.sec.godivisions/
investmentprivatefundsstatisticsprivatefundsstatistics2018-ql.pdf

“4B6KHOO\ +DJDQ D Q GOtiéya,Mati® CdpNaKAN@ngHedge Fund Casualties in Dismal 2018
Bloomberg December 27, 2018, https://www.bloomberg.coméwsarticles?201812-27/omegajabre capitatamong
hedgefund-casualtiesn-dismat2018

42Under the DodédFrank Act, the SEC establishG D OHJDO GHILQLWLRQ IRU IDPLO\ RIILFHV LQ

offices final rule, a family office is any company that (YR YLGHY LQYHVWPHQW DHZQ'\W FH RYO\ WR 3IDPL(
defined by the rule; (2kiwholly owned by family clients and is dusively controlled by family members and/or

family enities, as defined by the rule; and (2)ed not hold itself out to the public as an investment aduigeCFR

§275.02(a)(11)(G)1- )DPLO\ RIILFHY DQG VHH DOVR 6(& S Adbpty RulelddebDodd DQG ILQDO UX
JUDQN $FW 'HILQLQJ pW)DPLO\ 2IILFHVY ~ SUHVV UH QénBpvdds?0DI LDMHI- DW KWWS
134.htm.

43 UBS, The Global Family Office Report 2018 https://www.ubs.conglobalkenivealthmanagemenshnwiglobat
family-office/globalfamily-office-report2018.html

“4/LQGVD\ )RUWDGR 3-RKQ 3DXOVRQ 0 Kimaacial ikesWamiarg2p, 2019, aaHGJH )XQG -~
https://www.ft.coméontent846c68d21e8411e3b2f7-97e4dbd3580d
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IXQGLQJ IRUZKWIBHHWIXEWH U HHQW &\ KLUKKMIUHSRVVLELOLWLHV IR
EXVLQHYV V& DWERXIGH WHOKKBN®BN H D W H W B EIRQULWVR\Z
PRQH\ WR LQYHVW OHYHUDJH JELYVYMOECREXOWE PXOWLSO\ WKH

5HIXORWURQYDWH IXQGV IDFH OHVV UHJXODWLRQ UHODWLYH
H[D P SAXH USHOE/XIQFGM Q H KDY E\WR FDOFXODDAM}ME GDLO\ YDOXDW!|
PDLQWDL®SSBHOLR®UIEFSRUWLQJ SULYDWH IXQGYV DUH QRW VX
PDQGDWHYV

,QYH\DWRHSVLYDWH IXQGV DUHDHBLWKEB QXPERUVRKH
LQYHVWRD@QHWRK\ ZKL OH BBXH OlYRVIROPEY H/IRN YN WR U V
UHVWULE W IPRI@OYRVWWBRWDBDWQ LYXKRWRB SHUFHLYHG DV OHVV
VRSKLVWILFMWMIH GHQHUDOO\ KLJKHU ULVN DQG ORZHU OHYHC

3RUWIROLRLBRMRIDEHP IS Q WY DRI N FXQMMNIXDEDSLWDO
W\SLFDOO\ XVHV FOLHQW IXQGV WR REWDLQ D FRQWUROOLC
FRPSDERDOOHG D SRUWTRQERQAMRPBOQLQJ LQWHUHVW QRUPDO
WKH SULGKDRVKIDIKE) VK E\SRUW | fVOR RHRJFOPBIDRQY 3XEOLF
IXQ&Q FR QW E DFERDROW G DUHHERADW IROLR FRPSDQ\ PDQDJHPHQ
DQG RSHHPMBRQRXJK VKDUHKROWGHU YRWLQJ SURFHVVH

ILTXLEDWTDWGUHIHUV WR KRZ HDVHEXWJILW WR E2AA\WKERXWHOO
DITHFWLQJ WKH SULFH S3XEOLRIXQGYEBRPRVRMORILGHUHG OLT
WKHLU UHGHFSEW QR I WD EKQAVSDIVYDWH IXQGV DUH
FRQVLGHWHG LOOLTXL

o +ROGLQJ SHULRG

X 3ULYDWH IXQGV RIWHQ LQYHVW LQ SULYDWH VHEXULWL
WUDFGHKEY FDXVHV SUQRDREDDNQWR WIRLW IRU WKUHH WR
VHYHQ \HD PO LETHK RGIAND BIFEXQMH OLTXLGLW\ HYHQWYV
DUM\SLFIR®SDQ\ EX\RXWV RU LQLW D3V ISXEWHF RIIHULQJ
IXQ@VSLEMHD®M\L]H WKH JDLQV RU ORQUOHYKHQVKHLU LQY}
SRUWIROLR FRPSDQLHV DUH VROG RU JR SXEOLF

X 3XEOLF IXQGV PRVWO\ LQYHVW LM®BSKEOLFO\ WUDGHG F
FRQVLWRUHG LPPHG L D3 E GOLLFT XKRWRBMANDNHL FW H G
IURP LQYHVYY SULYDW IF HAHF R UQVSLXHEO LEXW QG UHJXODWF
UHTXLUNKFRDYO\ YDOXDWLRQ PDNH SULYDWH LQYHVW
RSHUDWLRQV OHVV SUDFWLFDDFIRUQEXEODRBJIKXQGYV $V \
IRFXV RQ SXEOLFO\ WUD G HG MHAXEDL WOV DQGHKMYINN € F
SULYDWH VHFXUIFWLHY LQYHVWPHQWYV

o 3XEOLFO\ WUDGHG SULYDWH IXQGYV

45 For more details on private securities, RS In Focus IF1074Private Securities Offerings: Background and
Legislation by Eva Su

46 Cendrowski et al Private Equity, Second Editioristory, Governane, and Operationslohn Wiley & Sons, Inc.,

2012.

47 For more details on initial public offerings (IPOs), €4S In Focus IF10855& DSLWDO $FFHVV ;32 DQG 3,32 2Q
5D P Sy Eva Su

48 For more details,ee Jeff SchwartShould Mutual Funds Invest in Startups? A Case Study of Fidelity Magellan
Fund Mvestments in Unicorns (and Other Startups) and the Regulatory Implicd&&hrsiary 3, 201 North
Carolina Law Reviewyol. 95,n0. 5, 2017 University d Utah Collegeof Law Research Paper no. 2@t,
https://ssrn.conabstract2911394
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X 6RPH RI W KHOZRUIMET W BDQDDMIHVISOEE® LFO\ WUDGHG
DQWKXEORIWR FRPWREON O H YHIK IOW PHLOELWW KD W
SXEOLF LEOD@LWHREWAO\ S XIXERR R SIDIWKHRFANY DQG
JDLQ H[SRVRRPS\UISUMNBQE LQYHVWPHQW SRUWIROLRYV I
Z KR GXE OL FO LDMVHIG/ PDQDJHP H®MX QLAILP ¥ ULRXFSO X G H
0DQ *URXSLRIFEDSLWDO OBR@BJHFRIHDFWMVWRQH *URXS
DQG .. MHRDQDJHGVULPRRRIEQ HG

X 3XEOLFO\SWUDImWHXMRGKWXUUHQWO\ DGKHUH WR SULYDW
FRPSOIUMQKXHUB®BQWHW WDV IAABWILGRXQBE/OLF VHFXULW\
RITHULQJ V"WRRGH BGVYYDWH 1XQGVERMBOHIDIWHO\ DQVZH L
GLUHFW IXQG LQYHVWRUV DQG SXEOLF VKDUHKROGHUYV

49 These fund managers are private fimeestors, but they may not invest in private funds exclusively.

50Lin Sunand Melvyn Teo,®Public Hedge FundsJournal of Financial Economig®ecember 10, 2016), at
https://ssrn.conabstract2883416

51 SeeCRS Report R4522Capital Markets, Securities Offerings, and Related Policy IsdneEva Sifor more
details orregulatory requirements affecting public and private securities offerings in primary markets.
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Table 2. Summary Characteristics and Risk Profiles of Major Public and Private Funds

NAV Publicly
Fund Type ($trillions) Offered Main Investors Disclosure Risk of Loss Redemption/Exit Leverage
Publickunds  Mutual Funds 17.7 Yes Retail, institutional High Low Endof day Yes with cap
Closedend Funds 0.3 Yes Retail, institutional High Low Intraday Yes with cap
(secondary market)
Exchangeraded Funds 3.4 Yes Retail, institutional High Low Intraday Yes with cap
(secondary market)
PrivateFunds Private Equity 2.8 No Institutional, certain Low High Buyout/IPO Yes
qualified retail
Hedge Funds 3.8 No Institutional, certain Low High Quarterly Yes and
qualified retail + lock-up period typically igh
Venture Capital 0.1 No Institutional, certain Low High Buyout/IPO No (unless
qualifiedretail limited short
term)

Source: CRS. NAYV data from th&ecuities and Exchange Commissiand Investment Company Institute.

Notes: IPO = initial public offerindduyout = the purchase of controlling share of a compaV = net asset value. Public funds NAV as of yed 20B, private

funds NAV as of ¥ quarter 2018. The summary characteristics are for selected funds and typical situations only; they are not inclusiteatiDals.s

CRS-11



Capital Markets: Asset Management and Related Policy Issues

Ot h Eorr ms AsosfMd na ge me nt

2WKHU IRUPV RI DVER W P\D Q DOYMARH IMAWHOS XEOLF RU SULYDWH 1XQC
o' —ZfNEY" ™M_7-_NE 7

YXVLQHVV GHYRPEPOSHHIMWUH FEREBHEGY WKDW SULPDULO\ LQYHVW
GHYHORSL QJDEXY MWHKDWHWQHUDOO\ SURYLGH RSHURQWLRQDO DV\
DGGLWLRQ &RRQ IXFUEABAMIENGQ LOPHQGPHQWY WR WKH ,QYHVWPHQ
$FW RIWWDNH FPEUMDWLOHDGLO\ DYDLODEOH WR VPDOO GHYHORS
FRPSDQLHV WKDW DUH QRW DEOH WR DFFHVV SXEOBF PDUNHWYV
%'&V DUH QRW HUHLWX\LHW G LW WKH 6(& D\D QN XY WIRH@QMXFRPSDQ |

UHIJXODWLRQ WK DXQV P& REFDNOK BXLQGWW BXW K WD SHMEKGIKE O L F
RITHUDQBRNEMHF®/(&URI SROW/'LQJ BHTXLUHPHQWYV

Z—el1™Ad0oe
$ XQG RI 10D E&Q LNVAQREKOW VL Q YRHAW MHAK HX QXG\G R1 | XBLG®PW GHVLJIQ

WR DFKLHYH DVVHW DOORFDWLRQ GLYHUVLILFDWLRQ KHGJLQJ
HVWLPDWHY WKDW D O PRMEXDHMWR IL Q ERONV K H UL MAHBUMH G

Oper adlf@omponent s

7KH DVVHW PDQDJHPHIDMHVAUGX DWRPBOH[ VIVWHP ZQWELPDQ\ FRI
GLIITHUHQW WDSHV YRLWXRHGYP H & L U ULHAW L R R 8 HSJGBBINL.IRQ W K H
W\SLFDO SPEOAHRMXIEER PLQHQW DFW RXYD & XSEKR U IHQ@MWW K H

RS H U DRV LVRIQKE X VW U\

OperatibBumdof a

) X Q ®\(S L FRBBIQ\D W H W KIMR R DIQ DJ H P H Q W \VF RIS D@LUHIW VW & 0 & V
PHDVXUHG E\ DVVHW VDU W K REEQIBE H P$DEWOD QDJH PXOWLSOH
IXQGV RI GLIIHUHQWBVDSHVQ YB¥W PXQG 0D QW KB MH G WV$EIQHPHQ V
$0& WR PDQDJW WRHWXRGLR FRRITROMMGI XRIGIOIDXY WUDWHY WKH HC
LQYHVWRUV RZQ WKH IXQG DQGFKR@MRGLDXQW H B DH/XX DRIG LWK/H VIKKD
DQWKH FPO@G VR L QUWHKUDFRXQWHUSDUWLHY PFRU RWKHU WUDQVDFV

52.S. Congress, House Committee on Financial Sen&res)l Bugess Credit Availability A¢treport to accompany
H.R. 4267, 118 Cong. 29sess.H.Rept. 115646 (Washington, DC: GPO, 2018).

5317 C.F.R. 8270

5 6(& SURSRVH& &f Rudds Afangements '"HFHPEHU S Uhttps Yiwlihwi se¢igowilies/ D W
proposed?01883-10590.pdf.

55 Hiroko OuraH W TDh® Asskt Management Industry and Financial Stabilyobal Financial Stability Report
IMF, April, 2015, at https://www.imf.org//medialVebsitedMF/importedflagshipissuesxternalpubsft/ GFSR/
201501 /pdf/_c3pdf.ashx.
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Figure 3. Operation of a Mutual Fund

ASSET MANAGEMENT
COMPANY
Manages the assets of the
fund

FUND BOARD
Fees Represents and protects
shareholder rights

|
cash RETAIL AND
POTENTIAL DERIVATIVES —
AND SECURITIES LENDING -~ - - MIEJUT#SL INSTITUTIONAL
COUNTERPARTIES . INVESTORS

Shares
CUSTODIAN
Safeguards client assets

Source: CRS

Key Intermediaries

7KH PBOQ\HUV VWESRDWWMHW PDQDJHPHQW KR GN \PRUHL® EDXKEWOW
UHODWHG WR W R/ F & EICRDFEDEY @RICK H UWH DR RIREILFNM R U
DGPLQLVWUDWIXFHGDXWBWLR® WHVHDUFK DVVHW VDIHNHHSLQJ D
% HF DIX\QHE V D LK) DQNIRD OV SIMURE OBWW R IO HIAWPRIOW DGYLVHUV DQ
EURBHDOHUVY DUH WKH PRVW FRPPRQO\ XVHG KIHMWDHPWLRQHV D C
G LV FXVAWY W BDOURVRX GO R W H U U I KB\ /DY VLW P D G ROHFEM Q W
GLVFXVVLRQV

V7Sl e

$Q LQYHVWPHEDMDSNUVRQ RW ILUP WKDW IRU FRPSHQVDWLRQ L\
SURYLGLQJ DGYLFH WR RWKHUV RU LVVXL® JQYHSRWURHMQRU DQDO\
DGYLVHUVLHRIHUGEHOPRQH\ PD QDREVXO WQ DWW RHQEMGFLDO SODQC
RWKHUV ZKR SURYLGH B'GQYYRMVDERQW NE FNHYEMNIHBHWLQJI WKH
GHILQLWLRQ PXVW UBSVVRVHWKEAMNE BRBHUB/XEQ G UHJLVWHUHG
LWWPHQW?DGYLVHUYV

56 §202(a)(11) of the Investment Advisers Act of 1940.
576 (& 3)DVW $iqyasihtent Xdvisers DW KWW SV fagtadswetdRsddrsihvadvhtm.html.

583 EURNHU RU G isterédHnith WekIEQ/uhder teHSEkcurities and Exchange Act of 1934 is excluded from

the Investment Advisers Act if the advice given is: (i) solely incidental to the conduct of its business as broker or

GHDOHU DQG LL LW GRHV QRWDMDWERQYHRORQBURSHELRO FRPBVWPHQW DGYLFH
SEC Division of Investment ManagemeRegulation of Investment Advisers by the U.S. Securities and Exchange

Commissionwhite paper, March 2013, at https://www.sec.gbautbfficesbialboia_investmanplaze042012.pdf.

59 SEC, Office of Compliance Inspections and Examinations (OQIE)9 Examination Prioritiesat
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%WURNHGWD@QKUY DUH RIWHQ GLVFXVVHG WRJHWKHU EXW WKH\ D
%URNHUV FRQGXFW VHF XU 5% IKHHY WHUDHOMDEG DRFR/P PR \RWYRIOH B @
VHFXWDMOHMN HGK FREXULWLHYV WWKDHILWD R WQEFDGEW R BPIWRW H U V
DQ®&HDOHUV PXVW UHJLVWHU ZLW KV K/KIHG ®(Q@ FBLIRE XD@EMM RRRP SO\ ZL
RUJDQL]DWLRTKH BISQUBQFLDO ,QGXVWUY),3H3$ X0 DABREG2$ X WKR UL W\
IRWKH RESHDOHU L WWWHY DQG HGIHRGEHY BEXABNWMUFRQGXFWYV
H[DPLQDWLRQV DQG SBBRWB&ERI LQYHYMBR W XSHUYLVHYV DURXQG
PHPEHWPWQYG LQGLYLGXDO UHJLVWHUHG UHSYV

Different Standards of Care: Inv estment Advisers Versus Broker -Dealers

Investment advisers and brokeealers play similar rolesith regard tohelping retail and institutional investors
make financial decisions. However, they are subject to different standards of care, with tightirdtafor SEE
registered investment advisers:

x  Fiduciarystandard for SE@egistered investment advisetsan investment adviser isfiuciaryvhose duty is
to serve the best interests of its clients and fulfill the duties of loyalty and care. Fiduciarielsligated to
SODFH FOLHQWV: LQWHUHVWY DKHDG RI WKHLU RZQ

x  Suitabilitystandard for brokerdealers® the suitability standard generally requires a brokiealer to make
recommendations that are consistent with the interests of its customers.

Research citethy the SEC shows that retail investors generally do not understand the difference between
investment advisers and brokelealers or their different standards of carimingto improve the quality and
transparency of financial advjtke SEC finalizealpackage of rules, including Regulation Best IntfesC.F.R.
§40) in 2019

Joee " e'S—e

&XVWRGLDQV SURYLGH VDIHNHHSLQJ RI ILQDQFLDO DVVHWYV 7KF
KDYH OHJDO RZQHUVKLS RI DVVHWYV EDQN BVUKHH EDFR/QNIVE VWK MUK KR C
DGPLQLVWUD®$Y H HQUEMRERHEE/G HVWEHY U HW ODQDJHPHQW 5LVNV DC
5H J X O DWHLFREIMRKQLIVS RICHAD W D V'V R B HIEUEH\ IARWWXGHEY BDUW R1 WKH
UHJXODWRU\ WHTS U B MRHH @A OEW\B ROV DY @ \BHH VR LWHD UG H G
E\DTXDOEX\HVGR&RDRDLQWDLQV SRVVHVVLRQDQIGHFREDMW RO RI1 WK
ILQDQF LD & BNWRDRGIB VURPHIPPOR VW RFK\WWR GLD QM\SKRPERQHQW
RDVVHW PDQDJHPHR®DR3H EBMERIHOORQ - 3 ORUJDQ B6WDWH 6\
&LWLIJWRNSLFH DURXQG WUQGEB URFRKRWRGREDO DVVHWYV X

https://www.sec.goviles/OCIE%202019%20Priorities.pdf.
60 15U.5.C.§78c- Section 3(a)(4)(A)

61 15U.5.C.§78c- Section 3(a)(5)(A)

62 Depending on the nature of the broklealer activities, they could be subject to the requirements of the Financial
Industry Regulatory Authority, national securities exchanges, or the Municipal Securities RulemakingSBQard.
Division of Trading and Market$Guide to BrokeiDealer Registrationinvestor Publications, April 2008t
https://www.sec.govéportspubsivestorpublicatinshivisionsmarketregbdguidehtm.htmi#l11

63),15% ABout FINRA ~ Btips://www.finra.orgabout
64),15% 3.H\ 6WDWLVW htfpg:/iR.finra.orgh®stoonstatistics
65817(f) of thelnvestment Company Act and 17 C.F.R288.171-270.17£7; 17 CFR8275.206(4)2.

66 Fidelity Digital AssetsCustody in the Age of Digital Asse@ctober 2018, dittps://www.fidelitydigitalassets.com/
bin-public/060_www_fidelity _comdocument$?DAS/custodyin-the-ageof-digital-assets.pdf.
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— e S 7N EZ e
7KH DVVHW PDQDJHPHQW LQGXVWU\ LQ LWV HVVHQFH LV DOVR D
DJJURGDMWD DQG DQDO\\ANFLRFDRQZYZHPWMWAKROWRSKLVWLFDWLRQ R

LQGXMVWUWHFKQRORJ\ DQG D Q @MW DVY FKGHRAHDIDUEMG SDRYLGHUV LQ|
QDWLRQDO H[BIQIEQWHIVKGBINR D\YY R WNH®KD U H UMDYRRKY H G

‘Z1>"i¢tBoeeZ-

$ SUR[\ YRWH LV DWKRWN RDVEHED 02 KR BDVY KIRIM ISRKOVGEHW O O\ DWW
VKDUHKROGHWKLIPHHWKRYDVW PDMRUYRWRV \CKKH BR&K WG H U
UHTXLUHV LQYHVWP HOQN RDODJIHY W WAR BHRWHU GO HHWOIWW DQG GL
WKHLU YRWLQJ SRWR FALSIMKMDNBI UMKER UGVVKDUHKROGHU PHHWLQJ
ZHUH PRUH WKDQ VKDUHKROGHU PHHWLQS8QGQGHUROWKEBJ RYH
FXUUHQWWK N WHHKPR OHSLHJUW/RRIMMRW JW KD Y D U L H WW IRD W QDWW XPHGW R H L |
IXQFWLRQV RI IRUZDUGLQJ SUR[\ PDWHULDOV FROOHFWLQJ YRW
SUR[LHVY WDEXODWLQJ SUR[LHVL IDBGHDWD DV|$BB VW R[\ WKV XH\RP
V\W HPD YRV W U D B OVRIGR OG A\E W B LBWIRJY UHIRUP

Re gud madnd Ris k Mirtaingeaw oirokns

7KH DVVHW PDQDMN PHQMW ODQ®XYWWLVWRU\ LV7KHGDWUHHAX ORQ
UHIJXODWRRYBHHIQIPH WKH DVVHW PD@DFRPSQWRHMEIFWU\ ZDV C
I[URP LQFHSWLRQ EXWKURWXHBDEHYMORBEHELRQV RI DGMXVWPHQ
7TKHUHIWKH DVVHW PDQDJHPHQW LQGXVWU\ LV RYHUVHHQ E\ D VI
UHPH ZLWK DUHDV RI GLVFRQQHFW EHWZHHQ EXVLQHVYV SUDFWL
WKHP

&RQIJUHVV FUHDWHG WKH 6(& GXULQJ WKH *UHDW '"HSUHVVLRQ W
FDSLWDO PDUNHWYV (D/KOG\VSRRFAMMIRCWRUVIFQ RV XUH ZLWK WKH V
LQWHQWLRQ WKDR\P SXQ DH ZRWHDVWBHEWK DERXW DQ\ PDWHULDO

5 $VVHW PDQDJHUV DQG WUDGHUYV SD\ IHHV WsRILdXEkEstarth ©f&rsNMd.Rs®ddc® H[FKDQJIHV |
funded by trade execution through brolaealer trading desks (soft dollar). In Europe, the second Markets in Financial

Instruments Directive (MiFID 1) has mandated European financial institutions to move away from soft dollar

arrangements and make researabipg more transparent. MiFID |l has already affected U.S. research services and

generated policy implications globallgiobhan Riding 30L)," ,, TV 7UDQV SDUHQ FkiraXc@HvhesR *OREDO °
January 20, 2019, attps://www.ft.coméontentf2a46c414bd43580-92a6G3dd0bae8dat3

68 & )5 ¢t 6 (& |LPyaxpValidgdyinvestment Advisers -D QXD U\  https://mvidwgec.gov/

rulesfinal/ia-2106.htm

69 please note that because 95% of proxy votes were cast through an electronic platform run by Broadridge, the

Broadridge statistics approximate the statistics of the whole industry. Broad€elg&atistics and Performance

Rating athttps://www.broadridge.coméssetg/df/broadridgeproxy-seasorstats.pdf

0 &)5 tt D Q G Concef@® R&ledson the U.S. Proxy Systerh - X O\ DW
https://www.sec.goviilestoncept201084-62495.pdf

"6(& &KDLUPDQ -D\ &OD\WRQ 36WDWHPHQW $QQRXQFLQJ 6(& 6WDII 5RXQGWDE!
https://www.sec.gowewspulic-statemenstatementinnouncingsecstaffroundtableproxy-processand David Katz

DQG 7UHYRU 1RUZLW] :DFKW HQCoBgress Bi10eR@s PFdRali¢ ©n ProRy\Mdvisdbry Fitm@ D \

23, 2018, ahttps://corpgov.law.harvard.e@@1805/23/congressncreasegpressureon-proxy-advisoryfirms.

72 6 H Re@ulabry and Risk MitigatiorFrameworks VHFWLRQ RI WKLV UHSRUW IRU LQIRUPDWLRQ RQ
WKDW JRYHUQ WKH DVVHW Pra@Hdds Bectiphfol 200G c0ssWhLbE fulsdd Hitlt and without

SEC legal definitions. Certain fund definitions are not mutually exclusive in practice.
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WR WKHLUDQISFWEBHW.RWABWHG ZLWK3 EQYHWRIDIU HY WIKHPOL]HG
WKDW WKHEGVBESBRRBEK DORQH ZDVIQRXGNQRRIK MGG @HEXNUY H L
LQ WKH DVVHW PDQDKHPK QOWR XQ GXKMWGE \L Q&RIQH UH W DMIXV  V
GLUHFWHG WKH 6(&HDR F/RAQGEA FR\D DAKIGH LAXEXHL F SWLOLW\ +ROGLQ
$FW RI™7KH 6(& WRRDURXUHVXOSDLQW VQVRGRXUWK VL[ DGGLWLR
VXSSOHPHQWHBDVHIESRQWAMH 6(& UHVHDUFK ® QG V&EYHIKWYW KH
LQWURGXFHG WZR QHZ ODZV WR JRYHWREGN KN \DRNEW ERPODIBPH (
$FW Rl  WERO@GHVWPHQW $GYLVHUWWIFWXEHIK O WS ERIEWVH

WKRVH ZKR PDQDJH D Q & GH. W WIQEYXHV AV RAUY/G MOMABRDAEBRI® ZK R Q H V W C
GHVFULE®Q® LWEBXDIOLBKQH DGO\ WR WKH DVVHW PDQDJHPHQW L
IROORZV

X $VVHW PDQERMHPHEXWMW FRPEB\WKH ,QYHVWPHQW &RPSDQ\ $F
RUD IHQHP S WULRFRYY UHTXLUHPHQWYV

X )XQENUWIROLR PDQDJHWY RHOY/YWEWIMIHYWHU ZLWK WKH
6(& XQGHU WKH ,QYHVWPHOW $GYLVHUV $FW RI

X 7KH IX\WENP VDIGMIFX UD QMEKIXN V XIEINGHHEMD QVRHF XULWLHV
UHJXODQNVURQDWLRQ WR VHFXU LL\Y EOW &EEFUULIQN LIHYG WUDGLQ
$FW RI DQG WKH BHFXULWEHV ([FKDQJH $FW RI

736 (& What We Do ~  btips://www.sec.gowirticle/whatwedo.html
7415 US.C. 82c.

75 SEC Historical Society, QYHVWPHQW &RPSDQ\ 5HIJXODWLRQ 7KH ,QWHILFDFLHV RI DQ 3(C
http://www.sechistorical.orgluseungalleriesicr/icr02_rules_of_new_game.php

6 Louis Loss, Securities Regulation Fifth Edition, Volum&/blter Kluwer
TConWHQW RI WKH WH[W BWat WbDoH Qhtiw: Rvwb ek gdkirticle/whatwedo.html

B6(& 3)DVW $Qyasiient Company Registration and Regulation PackageW KWW SVv/ ZZZ VHF JR
investmentiastanswerdgdivisionsinvestmentinvcoreg121504htm.html#P46_2920.

7 6 (& Investment Company Registration and Regulation PacKagdatifys//www.sec.govihvestmentastanswers/
divisionsinvestmentinvcoreg121504htm.html
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The Laws That Govern the Asset Management Industry
Investment Company Act of 1940 ( P.L. 76-768)

Thisact regulates the organization afvestment companiesandis designed to minimize conflicts of interest. Th
act requiresinvestmentcompanies talisclose their financial conditismnd investment policies to investorfhe
act focuseson publicdisclosure of information about the fund and its investment objectives, as wefoasmation
on investment compny structure and operations hE act doesnot permit the SEC to directly supervise the
investment decisions or activities of these companies or judge the merits of their investments.

Investment Advi sers Act of 1940 ( P.L. 76-768)

Thisact regulates investment advisetsgenerallyrequires that firms or sole practitioners compensated for
advising others about securities investments register with the SEC and conform to regulations designed to
investors. Since thect was amended in 1996 and 2010, generally only adviserswedm®at least $100 million of
assets under management or advise a registered investment company must register \8ECthe

Securities Act of 1933 (P.L. 73-22)

Thisact is alsoreferred to as thetruth in securitigaw. It (1) requires that investors receve financial and other
significant information concerning securities being offered for public sal@apbhibits deceit,
misrepresentations, and other fraud in the sale of securities.

Securities Exchange Act of 1934 (P.L. 73-291)

Thisact created the SEC and empowersntth broad authority over all aspects of the securities industiyis at
gave theSEC theauthority to register, regulate, and oversee brokerage firms, transfer agents, and clearing
agencies as well as the natiogecurities selfegulatory organizationéncluding various securities exchanges an
the Financial Industry Regulatdkuthority. Theact also identifies and prohibits certain types of conduct in the
markets and provides the SE@ith disciplinary powers er regulated entities and persons associated with the

Asset Management Risks aMidtBlaengkuilmgt i on

$IWHU WKH ILQDQFLDO FULVLVY &RQJUHVV GLUHFWHG PRUH DWW
VHFWRU ULVNV DQ® S/RGLAFQ VRFOVMLRRPWYW GLVFXVVLRQV ULVNV L
DVVHW PDQDJHPHQW LQGXVV$OMHRXHK H IVPRIODNQ WG HE HVIHVGN E H
LQGXYWQDR¥LDO ULVNV WKHUH DUH IXQGDPHQWDO GLIIHUHQFH
WKHVWVWUOXHYHUHQW EXVLQHVYVY PRGHOV ULVN FRQWUROV DQG UL

oZ—SeZel Z>e7Zke] SEABELI™MSZE e

7KH DVVHW PDQDJHPHRWROWPRE R ONWIKWDW WQVHSDUDWHY LQYHVWP
PDQDJHPHQW IXQFWLRQV |URPHKL\Q Y W \GA PIH Q& R/ ERIBAH ISH
PRGHO IRU EDQNLQJ LQ ZKLFK EDQNV RZQ DQG UHWDLQ WKH DV
PDQDJHUYV DUH YLHZHG DV DJHQWY WKDW SHUIRUP LQYHVWPHQW
FRPSHQVDWHG WKURXJIKH HUNVY FBXRW FSWMKHRIZRY A WKH\ DUH LQV)

LQYHVWPHQW UH WHDFE R RUINVIGHRADHHRE LWIQRIMH WO L BIQBAQ RW RZ QH
WKH IXBMOAHW PDQDJHUV URXWLQHO\ H[LW WKH®PDUNHW ZLWKR X\

80 Testimony of former SEC Commissioner Paul AtkingJi§. CongressHouseCommittee on Financial Services,
TheDodd-Frank Act Five Years Later: Are We More Stable®aings 114" Cong, 1% sess. July 9, 2015Serial No.
11439, H.Hrg. 97151 (Washington, DC: GPO, 2016) at https://www.govinfo.gortentpkg/CHRG-114hhrg97151/
pdfICHRG-114hhrg97151.pdf.

81 For explanations on th@rincipal-agent paradigmsee former6 (& DVVLVWDQW FKLHI HFRQRPLVW 6WHZDU'
SUHVHQWDWLRQ 3&RQIOLFW RI1 ,QW H Unhtipg X Pseaydabdutsfficeshia, QW HUPHGLDULHYV ~ |
oia_marketonflict.pdf.

82 Except in some cases, such as hedge funds, as discussed previously on p. 7.
8 Former SEC ChaiODU\ -R :KLWH VSHHFK 3(QKDQFLQJ 5LVN ORQLWRULQJ DQG 5HJXOD
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(YHQ ZKH@P QMW VWUHVV WKH ULVNV DVVRFLDWHG ZLWK DVVH
JUHDWO\ IURP WKRVH DVVRFLEWUY EDIX W KDE DQNBIS. WL\ GDWLRQV

JRYHUQPHQW ILQDQFLDO LQWHUYHQWLRQ IRU HLWEBWUHFRYHU
JXDUDQWH H 8 DK HIQUVFID\LHIQWNY EHDU LQYHVWPHQW SHUIRUPDQFH
DVVHWVY RXW RI IDLOLQJ DVVHW P D Q BIHFHHIQW LIDUP WRRWK MRKIDGV
DQG PLWLJIJDWLQJ VI\VWHPL R UKI/YNY EQHYKFREVQGEHQHEHRW M VVH)
ILUPV )RU H[DPS)@ID QW KHF WR BIBE GCEPBBE PHIQW DQQXDO VWUHVV W
FHUWDLQ DV®¥HW PDQDJHUYV

Discl Rsequier ement s

'LVFORVXUH UHTXLUHPHQWY DUH WKH# FRE)XQUHSIRBWREH RI VHFXUL
UHTXLUHPHGWWFORRSNHOAIF IBQG SINEFOMBIE VX@QRBWPDO O\ SURYLGH
SXEOLF GLWIR@IRWPUHYSHNVWRUN IXQGV 6 RRICALVFOBRXUGN WKDW
DOORZ WKWRDRRQEWRG PQYRIGZKLPBLQVWHRQILANDWLDO

<o ' EeE"®2>7Z

SXEIGALVFOROXRKN SWRCOADFNH LQIRUPHG MXGIJRQQPAWYW ERXW ZKHW
VSHAXIQEVHQVXULQJ WKDW LQYHVWRUV UHFXQ@MKMLIQLILFDQW 1
GLVFORIMWWHWGB UHIJXODWRU\ SKLORVRSK\ LV FRQVLVWHWW ZLWK 6 X
IDPRXV GLEPWX@EOWEDOW LV VDLG WR EH WKH EHVW RI GLVLQIHFWD
SROLFHBOEOLF G W AMAEBHREBAXDIO Q%6QG) SURVBHFWXBLODEOH IRU
IUHH IURP WKH 6(& SXE®BFAGHVEOWRWXUHIE SRYWRDW PIHDRS OB YLV HU
DUH DOVR UHTXLUHBGKWMRSERULEBVVYHRSHUIMWLRQY DQG FHUWDL(

M e (E — et e Wiy Z

$QXPEHSRIQOHSRUWLQJ DSBOSMERBGWW LY D QMEKIKIQS V
DGYLVHUV 7KH SULYDWR WGBEBXEGRYXWYHR/I WH RAR@MWRRIMUEHY LHZ U
SROLF\PDNLQORUKADO@ GRHV QR WV RDMMHQ M®INRSIFDW L RXQO0 D U
UHJLVIXEDQ WO\ DIYOW R BE@HIO HDV H FH U WLDQL @ LIQIHRXIPRD M BRAE

0D QDJHPHQWDeQeey 1¥,2014, at https://www.sec.gewstpeechZ014spch121114mjw#_ftn27.

84 For more on banking liquidation, s€RS In Focus IF1071&rderly Liquidation Authorityby David W. Perkins
and RajGnanarajah

85p L. 111203,8165()(2).
86 For more details, se€8RS In Focus IF11256GEC Securities Disclosure: Background and Policy Issme&va Su

87 Certain aggregated private disclosure daitaalso made public by the SEC. For example, Form PF information is

VKDUHG ZLWK WKH SXEOLF LQ DJJUHJDWH RQ D TXDUWHUO\ EDVLVY 7KH FRPSD(
are not disclosed to the public. In addition, public and privateadisads are not exclusively linked to public and

private funds. For example, business development companies are noe@g&€red investment companies and thus

are not subject to Investment Company Act public disclosure requirements. However, pubtigefiétheir funds

are subject to public disclosure requirements under the Exchange Act.

8 /RXLV %UDQGHLV 3:KDW 3XEOLEFWWH & BG RS (19RRMFiBRyGiished i® DU SHU TV
Weekly December 20, 1913.

8 These reports are avalBOH WKURXJK WKH 6(&TV ('*$5 GDWDEDVH ZKLFK SURYLGHV IUHH
information, athttps://www.sec.goedgarsearchedgacbmpanysearch.html

9 SEC,Investment Adiser Public Disclosureebsite, ahttps://www.adviserinfo.sec.go¥or more details on
registered investment adviser public reporting, see SEC, Form ADV (Uniform Application for Investment Adviser
Registraibn), Glossary, at https://www.investor.gautlitionatresourceglenerairesourceglossaryform-adv.
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LQIRUPDWLRQ LQ HQI[R P BERMHQM YIDRWH GEQOVEEBROLDEUIK QG OLTXLGLV
SRVLWHRRUMQSPIU LRBERUWLQJ RI SUL UBWLH WHGH/GEL GY&VWPHQW
SXUVXDQWUDR) NREFGN UBTXLUHPHQWYV

Invest oReAdaescst i ons

3XEOLF IXQGV DUH RSH@ M/P DR QNESN\MR W PF¥FHEXW\S UHVWULFW|
LOQWHUVHFWDQY WIGHIWD®RYHUQ GLIITHUHQW UHJXODWRU\ UHTXLUI
LQYHVWPHQW PDQDJHPHQW FRPSDQLHV DQG LEYHVWWHQW DGY|
FHUWDLQ GHLQYHWMRDY SDRYDWH IXQGV ZLWKRXWHFHRWWULQJ |
)XQGEUDRYRLG DGGLWLRQDO UHYDGKWMEUQ U MWRX UBNMQWWLRQV RG
LQYHVWRUV SHUPLWWIN®PWHRH[Q PBOBWVLIRWBERZIX QG

X $FFUHGLWHGILDYW@@GRHVWRUV PHHW WKH GHILQLWLRQ VXF
TXDOLI\ IRU SULYDWH*"HFXULWLHY H[HPSWLRQ

X AXDOLILRGIFOMQ®YHVWRUYVY PHHW WKH GHILQLWLRQ WKH I
FRXOG UHFHLY i B\HUG RAIFPIDBHFHV DW LR Q

X 4XDOLILHG?2SHXUFOYYHVWRUYV PHHW WKH GHILQLWLRQ WKI
H[HABGWIURP UHJLVWHULQJ DV°DQ LQYHVWPHQW FRPSDQ\

ORVW SULYDWH IXQGY FKRRVH WR FRPSO\ ZLWKGIRZYHVWRU GHIL
UHIJXODWRU\ UHTXLUHPHQWY UHODWLYH WR SXEOLF IXQGV 7KH
HVSHFLDEFQMMWBKWHBDG LQYHVWRU GHILQLWLRQ KDYH EHHQ D VRXL

Examination

7KH 6WW&2I1ILFH Rl & RPSOLDQFH ,QVSHFWLRQV DQG ([DPLQDWLRQV
FRQGXFWPQDDWIGREHUWDLQ R WRIHW KUH. DN \RHOMMB\BIEWHIP H
DGGLWH®RIDIXODWRUMXFKADFEBHIOVR FRDPLAD WLREHLU PHPEHUYV
XQGBHERYHUYLIKW

2&,( HIDPLQDWLRQV IRFXV RQ FRPSOLDQFH |UDRENLOQNN PRQLW
2&,(KDV HPSORLBHV WQDOREHY DQG KESSUTRDLPW WHD \ PXW XD
IXQGV DQG (7)VMQYHVWPHQW® G Y L\ERRWAGIKWUY DPRQJ RWKHU UHJX

91 Form N-LIQUID for reporting liquidity positions at opeendinvestment management companies. See S&Mn
N-LIQUID: Current ReportOperEnd Management Investment Company LiquidB#C no. 2941, at
https://www.sec.go¥iles/formn-liquid.pdf.

92 SEC,Reporting by Investment Advisers to Private Funds and Certain Commodity Pool Oparat@emmodity
Trading Advisors on Form BRthttps://www.sec.govillesfinal/2012]a-3308secg.htm

93 For more details on the statutes and definitions, see Eric Sveittable LLPR Anvestor Qualification: A Primef,
January 2016, dtttps://www.venable.conmsightspublications201601/investorqualificationa-primer.

94 For mae information, se€RS In Focus IF1127&ccredited Investor Definition and Private Securities Markieys
Eva Su

958205-3(a) of Investment Advisers Act of 1940.
96 82(a)(51)(A) of thenvestment Comany Act 0f194Q
97 SEC, OCIE2019 Examination Prioritigsat https://www.sec.gofiles/OCIE%202019%20Priorities.pdf.

98 FINRA, for example, conducts examination on brekeHDOHUV ),15% 3 $QQXDO 5LVN ORQLWRULQJ
([DPLQDWLRQ 3 UL RubhAR2, POY9,/ #txy: Wil firiras @gindustry2019-annualrisk-monitoringand
examinationrprioritiesletter.
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HQWDWHHVMXEMHFW WR SRWHKB W EDOFR FDSFQLIQW WE PRWH WKDQ
H[DPLQDWLRQV LQ®LVFDO \HDU

Securities Investor Protection Corpor:

7KH IHGHUDO JRYHUQPHQW GRHV QRW JXDUDQWHH RU LQVXUH W
PDQDJHPHQW D MARROR(QY LR Y HRVODRRHPGIWVBLEHUIRUPDQFH LV QR
JXDUDQWHH RI2XWXIHVWNVEIXWWR XQSUHGLFWDEOH PDUNHW 10

LQYHVWRHS HRXOGFH XQGHOBYM IR K A Q) BNYHRMKRDDIG E H
SUHSDUHG WR DEVRUE WKHLU RZQ ORVVHV

: KHQ D FDSLWDO PDUNHWYV ILUP IDLOV OER LOWBREKRMYRVVHYV FRXO(
LOYHVYWRRRUWKH 6HFXULWLHYV ,QYHVWRU 3URWHFWLRQ &RUSRUDW
OHYHO RI SD\RXWV DUH GLITHUWEENWED QWERBYD @ VWRRFVDWHG Z
,QVXUDQFH &RUSRUDWLRQ )',&

6,3 VIRQJRYHQOROHPRFRUSRUDWHEBAEX WIKMLHY ,QYHVWRU 3URW!
$F¥ WQVXSHWR RI FDVK DQG VHFXULWLHV ZLWK D OLPL)
EURNH U XIHVIYFW R XSVWRRDFHBWND VW F DV K ORM/ N X WLKVHIHV EURNHUD
IDE®6,3& RQO\ SURWHFWV WKH FX\G\WM R GHHIND K V2 MRDERRJNW KW RE U R N
UHVWEWMVHWYV PLFXVQYRPEHRRERWW GRHV QRKAH SSUUR\QH I EQ@D W

WKH GHFOLQH LQ PDUNHMWKHD P XHQRFRQWHDYWWHQWW JRYHUQPHQ
W KLDQAV XK SHW R GHRRVIQFOXGLQL G ED@N\SDQG WKULIW LQVWLW
WK QN W MW BWa R Q

Ri sMi ti1 gé&ont rol s

7KHVBHW P D QUIGRWW W\ |DFHYLW RPAER BRI KHUWRW LQ

L Q G XNVDN HEDW H G B PRIGUROD K HBR IBRPAIPR QL QAR@® O VHUYLFHYV
LQVWLWKMWLRBFW LIR[@ PO KRRWLVHQ 06 MWRMNOGDQWRQ FRQWURO
KHOS SROLFHRBRABUHKHQG EKK MXESN URQREOBWRUKUHTXLUHPHQW
VHFWOR@QWDVEPPDUYIVMBESHRYERQWMH[WFR Q WIRZWLQJ
UHJXKRQW LQWR ULVN PLWLJDWLRQ SROLF\ JRDOV

T—ee'(Eeli¥bZ e

X &RQWEHQIOLFWYV RD R R USQY MQUBLISITDON S ZUWVE L P
ZKLFK RQH HQWDRDMNWNVDGHBRMWLRQV RQ EHKDOI Rl DQRWKHU HC

99 SEC, OCIE2019 ExaminatiorPriorities, at https://www.sec.gofiles/OCIE%202019%20Priorities.pdf.
100 |pbid.

016(& 3)DVW $QVZHUV O0XWXDO )X G/ waRsenyoFastansvere/DQ FH ~ DW
answersmpétm.html

10215 US.C. §§78aaa et seq.

103 Securities Investor Protection Corporation (SIP@hat Is SIPQ, athttps://www.sipc.ordbr-investors/
introduction

104 6 HH Wustadians V H FoMhigreport for an explanation of custody. See also SIP@t SIPC Protectsat
https://www.sipc.ordbr-investorsivhatsipcprotects.

105 Federal Deposit Insurance Corporation (FDMo is FDIC? at https://www.fdic.gowdboutlearnsymbol/
indexhtml.
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SULQPLSW®H FRQWH[W RI DVVHW PDQDJHRHQW LQGXVWU\ F
WKH FHQW U D ODRR/QIFW B AN DA WD\ QRW DFW LQ WKH EHVW
RI LQYHVWR U$QSH[DPELIEWUBWRI LQWHUHVW ZRXOG EH DQ
LQYHVWPHGWUBEWLWQWMVWPHQWY WRZDUG SURGXFWV WKD
KLJWHD OHV FRY RLDA K B Q RVGKEFRHN W K BIWAIOLLGIIMAL D O

QHHGV

X ([DPSYRPLWLIDWLR® (EBEAWMYROMHYGVPHQW DGYLVHUV DUH
ILGXFEDRMBI@LQKDWHHDRE®LIDWLRQ WR DFW LQ WKH EHVW L
WKHLU FORSHHQWVR FDVWYV D VLPNVXDW DEHWXOMM P HQLWR UR X V
IRU EWCRNCHOHUV 7KH VAEDRSBUOGH U VL Y RHRDWPH Q W
UHFRPPHQWGR \WRRBQWQ F LM¥Q QQ B 8 GWWHRBIGRR SWH G
SHIXODWLRQ %+HX\QM , /\R HDUGRGAWRMIN QO LFW RI LQWHUHVW
FRQFHUQV LQ ILQDQFIYE HD S Y FDBRRWD WIR SIWHHKOAW
ILQD @QFAYDIOUHRPODFLQJ WKHLU RZQ ILQDQFLDO RU RWKHU LQV
EHV@WHUHVW RPY WKHLU FOLHQWYV

.,.¢

&RQWMH[MWKLBNVWHQWLRQHGVSARPARKXYOGHILQHG DV WKH HDV
EX\LQJ RU VHOOLQJ DVVHWYV ZLWKRXW DIIHFWLQJ WKHLU SU
VHOMOKH KLJKHU WKHLU OLTXLGLW\ 7KH OLTXLGLW\ LVVXH FI
GXULQJ PDUNHW GLVWUHVVG\Z KH)EHBWWRQU G YRI® F\D V& LOWH H.
DVVHW YDOXDWLRQV FRKQGVEH LPDUBIBIRVD RV U X Q BW LKROQNWH
GLIITHUHQW W\SHV RI OQXXDELAV I XL\ WRIDWMDRDORZ LQYHVW
UHGHHP WKHLQHHK® WRY RDDLIQON D LOYV V X WIVF WHRQMH BWT X L G
VKDUHKROGHU UHGHPSWLRQV DQG PLQLPL]H WKH LPSDFW R
IXQWWHPDLQLQJ VK BUHKROISHRYSE § WFR QI FHUIQQ W
EHFDX\VRWDVWYHQYHVWR UV CHIQMMXUIHCV\DRRZ WQ J

W KWKMH\GHH EBULHQFH VHYHUDO \HTBUM RDWROBQQY SHULRG
JHQHGMOQRW SDRPLWH G E EBVHMWIRILW DWH IXQGY FDQQRW
HDVLO\ VHOO WKH XW SRV QRIGGWR PHHW

W 6WHZDUW OD\KHZ IRUPHU 6(& D @ontliats/sDrievestRAknbrd IMerkeR|QterrRadiditls 3
presentation, dtttps://www.sec.gowaboutbfficesbialoia_markettonflict.pdf

107 SEC, Information for NewlyRegistered Investment Advisekiovember 23, 2010, at https://www.sec.gtvisions/
investmentdvoverview.htm.

108) 15¢ Saitability * DW KWWS  ZnfidstiysqQtabiityR U J

109 6 (& SEC Adopts Rules and Interpretations to Enhance Protections and Preserve Choice for Retail Investors in
Their Relationshipsvith Financial Professionals SUHVV UH O H D V Httpsi{@nd.sec.gowiewBiVéss
releaseZ019-89.

110 6 (& S UR SR VReGuUl&tiXn®BESst Iterest $SULO https://wnWsec.goviilesproposed?01884-
83062.pdf Also seeCRS InFocus IF110737KH 6 (&TV %HVW ,QWHUHVW 3URSFé@e®EHRU $GYLFH *LY
Gary Shorter

111 Shareholder redemption refers to shareholders returning shares to funds in exchange for proeeassea value.
For other discussions on liquidity risk, see SEC, Division of Investment Manageénmastment Company Liquidity
Risk Management Program Rul&xctober 13, 2016, attps://www.sec.gowdivisionsinvestmeniguidancegecg
liquidity.htm.

112 6 H RrivateFunds” section of this report for more details aquiidity and holding periods, as well as Cendrowski et
al., Private Equity, Second Editioristory, Governance, and Operatiokhn Wiley & Sons, Inc., 2012.
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X ([DPSYRPLWLJIDW LR QXOQFSQRDRRIGNIT XIHHGWMP SWLRQ DV D
SURGXFW IHDWXUH PXVW PDLQWDLQ OLTXLG DVVHWV WR PH
WKH 6(& OUXRHAXEN PXVW WRMWHIRQYHVWPHQWY LQWR IRX
GLIITHUHQW W\SHVODQEX® BRMH /\WMLWR &R WRHMH WKDQ
| X QDWW MR W V

2Y72>S7
X &R QWMH{WH UWHIHH WHIOKU YV W R WEKRUXWRZHG IXQGLQJ WR LQYHVYV
ZKLFK PYOOWLSO\ WHWHY DB HFRXDEGHFRPSIEAVDWH
LQYHVWPHQW VW U XAWXUR E DWQIG Y@FUWHRIBHDQ G QV K H
ILQDQFLDDVVDVIKERRHWR LWV HIITHFWV LQ PXOWLSO\LQJ ERW
UHWRUQV

X ([DPSOHV RI PLWLJDWWKD CIREWEWODEG IXQGV DUH
VXEMHFW DARVEIW FRY H U DY KIHVT X VU PHQWUDJH UDWLR RI
PHDQW®&H PDM®RW GRRIRMNRZWD H [F MHKE USR R W RWL R
%\ RRVUDVW PRVW S UKLDNDHV & HEXEE Y 16 RULGRROV

™78 Gt
X &RQWHIWUDWLRQDO ULVNV DULYHHMBE REHAVDWHRWY DO FKDC
WUDQVDFWLRQ LVVXHV 2SHUDWLRQDO ULVNV DUH HVSHFLD
PDQDJHPHQW LQGXVWU\ EHFDXVH WK HAFRX&DWWHU\ PDQDJIHYV |
FOLHQW DFFRXQW UHFRUGNHHSLQJ DQG WUDQVIHU DVVHW
DQREHUVHFXBEWWJIHDWHRI RSHUDWLRQDO LPSRUWDQFH

X ([DPSOHV RI PLWLJDWH BPREFRYEWBBOVYXOH UHTXLUHV UHJLVW
LQYHVWPHQW @IINKYEBX\WER GLEKQYHVERVVHVVLRQ DQG
FRQWURO RXQGMHWR D QB XJ0PLAQDSHLMEXDOLILHG
FXVWRGLDQ PDLQW DIQYE \DH QR DF 6 RIXRW MWBWHPHQWY GLUH
WKH FOLHQWWRQGWW B P RBIRITKWEHRHQW V

113 SEC Rule 22¢t requires a fund to classify each of its portfolio investments into one afltheihg liquidity

categories: highly liquid investments (an investment that can be converted to cash within three business days);
moderately liquid investments (an investment that can be converted to cash within four to seven calendar days); less
liquid investments (an investment that can be sold or disposed of in seven calendar days); and illiquid investments (an
investment that cannot be sold or disposed of within seven calendar days). For more details, see SEC final rule,
Investment Company LiquiditRisk Management Programs 2 F W R E H U at https://www.sec.gowiilesfinal/
201683-10233.pdf

114 ' Q DGGLWLRQ WR GLUHFW ERUURZLQJ GHULYDWIOHNMWHEDREXFWY FRXOG DOVF

115 Financial Stability BoardPolicy Recommendations to Address Structural Vulnerabilities from Asset Management
Activities January 12, 2017, http://www.fsb.org201701/policy-recommendationto-addressstructural
vulnerabilitiesfrom-assetmanagemenactivities/

11615 US.C. 880a18.

117Rule 206(432 underthe Investment Advisers Act of 194@Iso V HEustodians VHFWLRQ RI WKLY UHSRUW IRU |
details on custody services and their history.
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Tabl e 3. Examples of Risk Factors and Ri sk Mitigation Controls

Compliance and Risk

Examples of Strongly

Risk Factors Controls Affected Parties How It W orks
Investor Risk transparency Disclosure requirements Public funds Requires public disclosure of portfolio composition and risks that
Protection investors are informed
Retail investor Investor access Private funds Disallows ordinaryretail investors to purchase private funds that are
exposure restrictions perceived avavinghigher riskthan public funds
Conflict of Fiduciary and suitability Broker-dealers and Requires advisers to place the best interest of clients ahead of their
interest standards investment advisers own interests (i.e.sales commissions)
Investment Liquidity Liquidity rules and daily Mutual funds Ensure the availability of liquid assets to maevestorredemption
Portfolio Risk NAV valuation needs
Leverage Leverage ratio Business development Caps the amountinvestment companies could borrow to reduce
requirements companies portfolio risk and complexity fothosefunds that are selling to retail
investors
OperationalRisk  Asset safekeepinc Custody rule Digital assets managemer Makes sure there is a third partgustodianto safeguardind ensure the
availability olnvestment portfolio assets
Source: CRS.

Notes: ~ kamples otrongly affected partigwefer to the entitieswithin the asset managemeatosystenthat are likely to bestrongly affected by the risk control
requirements The column does not list all the affected parti@he table iffor illustration purposesonly andis not inclusive of all risk factors or mitigation controSee
"5LVN OLWLJDW L Rsectbrpfthé& reppi\fed Bxpldhation of the ffierent factors in column one.
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Recent Tr ends

2YHU WKH SDVW VHYHBDQDIHPBIQKMV L QGXVBAMMHDY XQGHUJRQH \
PD\ KDYH LPSRUWDQW LPSOLFDWLRQV IRU SXEOLF SROLF\ 7KLV
FKDQJHV LQWEKGHHBNB\WIDRDWKQFUHDMH®QFH RQ FDSLWDO PDU
ILQDQFLQJ UDWKHU WKDQ EDQN OBRMKQVWE \ SR P DIERDLYY E XV R SHDWAWVH
LQYHVWWHIPWE WKH H[SDRWILRMWRY VHFXULWLHYV PDUNHWV

Thds s-Mahnagethedus’s r  r o wt h

,Q VBIOMM\IRHFD GHV RADKQD DIVR/EHOWK D\Q G X R Q) \V LEJMDALD IXF/IHQRM O \
LQFUHDVHG XW¥R QW GLHI KRR/ “CBMP W\ DS SDE 6 LKDLRIGIV LQ
LQYHVWPHQW VW\OHV DQ GWKUIHH HQIBHYE JIXRIRRIY R W KNHKUH

SDVW \HDUV LQYHVWRURPKDY¥HYWULIHOE MKH FWIDE WKHPVHOYH
LQGLUHFWO\ WKURXJK DVVHW PDQDJHUV )RU H[DPSOH LQ WKH
KHOG E\ KRXY® KRROGRER LMDV LQ GLUHFW KROGLQJV E\ LQGL
WKDQ RI KWRRMEBRBW DUJXH WKDW WKHSBHKRWEWBUH RI HTXLW\
LOQGLYLGXDOV FRXCE$E H AO-RAMHINWR DV K H WH PIKIERIAMY DR

WKH LQYHVWPHQW GHFLVLRQPDNLQJ RQ EHKDIOHLRJ UGINODH® EI Y |
RQ ERWK LQYHVWRUV DQG VDK KDFRRBIDQLGIWGWKH\ LQYHVW

CapiMarlkk han©OuhgaRienkending

7TKHPSRUWDQFHPDIQWKHPHMOMAWQGXVWU\ KDV DOVRQLYZKBHDVHG E
UHODWLYH LPSRUWD@MNH RV WK HDSQANWD B SHFLILFDOO\ JURZWK
ILQDQFLQJ L H WKH LVVXDQFH RI ERQGVRXWS RMHG UJURE BMC Y B

EDQN QRDXQUH

118 For more information, see Sebastian DeWinitz, Alice M. Henriques, and John Sabelhalise Evolution of
Retirement WealttBoard of Governors of the Federal Reserve System, 20bh&ps://www.federalreserve.gov/
econresdaté&#dsP2015files/2015009pap.pdf

119 popular definegtontribution retirement plariaclude 401(k) plans and individual retirement accounts (IRAs).

120 Jonathan Berk and Jules Binsbergdaw Special Study of the Securities Markets: Financial Intermediaiibs
14, 2018, ahttps://www.law.columbia.edsitesfiefaultfiles/microsites¢apitatmarketsberkvanbinsbergen
final_draft.pdf

21| bid.
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Figure 4. Nonfinancial Business Financing: A Comparison
Capital Market Financingersus Bank Loans
M Loans M Capital market financing
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Source: International Monetary Fund.

Notes: Capital market financing refers to bondadother debt securitiesbut not equity securitiesLoans refer
to bank loans.

7KLV JHQHUDO WUHQG KDV LQFUNNVWMGP\D HERHSO/IY MEN LPSRUW I
KROGHUV RI VXFK ERQGY DQG GHEW VHFXULWLHV )RU H[DPSOH
RI DOO 8 6 FRUSRUDWH ERQGV LQ PRUH WKDQ GRXEOH WKH
27KH ,QWHUQDWLRQDO K BRIE-MYEMW)RIOGY KQ)W PD\ EH DWWULE
WWLIJKWHU EDQNLQJ UHIJXODWLRQ WIOHQHUPRP S0 LURQ PHR FIRYIVW K
ILQDQF L' VLU XWIHD O X V8VE DRDISYL. WDO PDUNHWY SOD\ D PXFK P
UROH LQ IEQVIQFHQWWLYH WR WKH (XUR DUHD

Act i vPa s 6 dnwee s t SteynBthi f t

7KH DRVEWIJHPHQW LQGXVWU\ KDV DOVR ZLWQHVVHG D WUHQG D
PDQDJHPHQW VAKHW HPB\QDJHUV GR QRMR DWWRY HRODVNAWNW LG QW k
SHILQJ LQYHVWPHQWY WR DQ LQGH[ VXFK DV WKH 6 3 ,Q UHF
WKURXJK LQGH[ PXWXDO IXQGV DQG (7)WL XOMIGKYLYOMBEHGDFWLY
KDV PRVWO\ EHHQ GULIORG@HY SRVWIWWKKXAXZYK PDQDJHPHQW IHH
VXSHSYHBIRUPERFRIUGLQJBWR*D RED ORWWK[GPBWHYH VWRFN
PDQDJHUV XQGHUSH U IIKDREH @& DAUKI HHQWV SFBRVKL KMIKVD LHPHUR Y H U

\HDU D®I®U SHULRGYV

122IMF, Vulnerabilities in a Maturing Credit Cyc|&lobal Financial Stability Repgripril 2019, at
https:/mww.imf.orgénPublicationsGFSRIssues201903/27/GlobalFinanciatStability-ReportApril -2019
(Hereinafter IMF, Global Financial Stability Report, April 2019.)

123 Global Financial Stability Report, April 2019.

124 This trend applies only to the equity markets. The bond marlatsotl experience the migration of investment
styles from active to passive. Bank for International Settlem&hes)mplications of Passive Investing for Securities
Markets March, 2018, afittps://www.bis.orgbubliqtrpdff_qt1803j.pdf

1255&P Global, SPIVA U.S. Scorecay&eptember 15, 2016, tps://www.spglobal.corlrinsightsSPIVA-US-
Scorecard.html
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Figure 5. Cumulative Flows into Passive and Active Equity Funds
(% Billions)
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Source: J.PMorgan Quantitative and Derivatives Strategy and EPFR Global.

7KH ULDNWIY$S LQYHVWLQJ KDV JHQHUDWHG GFRRBFIVFLYIR IURP DF
PDQDIDHEBRQFHUQHBUWERWW RVKID V \ZILYOHD DQQGIVWPLLAMH SULFH GLVFR
WKURXJK UHGXFHG IXQGDPHQWDO HSH\KHHD UDRKI EN GV M DIMREX OV H W
VI\VWHPLF ULVN FRQFHUQV WKURXJK FRUUHODWLRQV DQG YRODYV
FDSPVWBODUGLQJ ILQDQFLDO VWDELOLW\ D UHFHQW )JHGHUDO 5H
VKLIW I[URP DFWLYH WR SDVVUMNE XFHGH O WPHLOBAWK\Y W \BHE E OREP\D W
DPSOLI\LQJ PDUNHW YRODWLOLW)\ DQG D ¥\)H WDRDIQDYRPHQW LQG
DUBWKDW DFWLYHOS RDRUIMHEHWRGW W KIKH S CPRRIFHGVAN YD W H J L
HIILFLHQW 1 W KVVWIUKIK PWRHQ D FR\DL\YEHD \D EDSIDWR G LIDHO R @
PDUNHW LQHIILFLHQFLHV FDXVHG E\ JURZWK LQ KRQVLYH LQYHV
DFWLYH PDQDJHPHQW DV ZHOO

Privetear Of f e s OntgpPule1Qfcf eri ngs

7KH DRVE®HOW LQGXVWU\ KDV DOVR WDNHQ RQLUQEUHDVHEG LPS
ULVH LQ WKH YROXPH RI S¥LO¥BDMDK VH FPOQ\WLSWHRMKBNG QO B U VH
YROXPHV RI SULYDWH VHF XU LWPLIHYD M RLENQ WKALIFEOBIDWDUED MEGRW K H D
LQFUHDVLQJO\ FHQWUDO UR®@H LQ $PHULPDQ FIRPS PQIUHNH WD LV HC
WULOOLRQ WKURXPRGH LWRDH RRMEEAW WKH VL]H Rl SXEOLF R

126 pricediscoveryis the process by which buyers and sellers determine the price of a security. It involves markets,

PDUNHW SDUWLFLSDQWY DQG LQIRUPDWLRQ )RU PRUH GHWDLOV VHH 6LPRQ &
'"RHV ,W 0Wal SttéeetJIbural, January 8, 2017, attps://www.wsj.condrticlesivhatis-price-discoveryand
why-doesit-matter1483930860

R75RELQ :LJJO EVRouWtMEin Banger ofDevouringCapitalism ‘Financial TimesFebruary 4, 2018, at
https://www.ft.coméontentD9cb4a5ee4dclle?a6855634466a6915

128 jquidity transformation refers to the creation of liquid claims against illiquid assts. Kenechukwu Anadiite al.,
Shift from Active to Passive Investing: Potential Risks to Financial StabiBty&d of Governors of the Federal
Reserve System, Finamand Economics Discussion Series no. 2088, 2018, at https://doi.of3.17016/
FEDS.2018.060.

129 Companies turn to capital markets to raise funding from investors. This process is refer@gecuaisies offering
Similar to public and private fuisgpublic securities offerings are open to a wide range of investors and must meet
comprehensive registration requirements imposed by the SEC, wpekeds securities offerings are exempt from
certain SEC registration requirements and face investosscestrictions.
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Figure 6. New Capital Rais ed in Public and Private Securities Markets, 2009 -2018
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Source: SEC.
Notes: Dollar figures are not inflation adjusted

7KH LOQFUHDVH LQ WKH YROXPH RI SULYDWH VHFXULWLHYV RIIHUL
SROLF\PDNHUV VRPH RI RPKRF XDQ@WHUVEDRFHRYVPGHVWRU DFFHVV WK
VHFXULWLHKHRUPB[LDBSWYEH RHRGRX&G UHIHUUHG WRDRV DQ LQWH
FRQGXFW SHULRGLF UHSXUFRDNR@ ®RQHDXOB\RHYWKN ORQJHU
LOQWHUYDOVD WK EVWM/WHUAGWYEOH WR VRFKFKSOYM DOMY W KDRX XILW LAWYV H

UHSRUW WKH 7UHDVXU\ UHFRPPHQGHG WKH 6¢(& UHYLHZ WKH
7KH 6(& DOVR H[SORUHG WKH SRWHERQPIOSRUHUBRBDWID O IXQGV 1
SULYDWH VHFX¥ULWLHV PDUNHWYV

Polieypues

7KH LQFUHDVHG LPYRADWDQ AR HRQ W/KIENGXV IV Y\D UL HWAKRNV SROLF\ L
VHFVBLRGNHY HUDOLRV XHQHFWVEKGLQJ ILQDQFLDO VWDELOLW\ LQYH
ILQDQFLDO LQQRYDWLRQ

Financial Stability

)LQDQFLDQ@VVSYB BIOMLWAH | HUW KR | MKDHQ BAERLON. MAMMRBHPE P L F

VKRFNV D\QGVVEWMLIF |XQFWLR®VDWLERIQ FLD/N IFRDWIBUARRHQW DQC
DOORFIBRIORG\PDNHUV DWWHPSWLQJ WR VDIHIJXDUG ILQDQFLDO \
PLQLPL]DWM\RBPRFVKIHVNLYVN WKDW WKH HQWLUH ILQDQFLDO V\VW
WKHVH IXQFWLR Q% H YRIWPHHU * TOYGIHAQIRAIDWX DORQWLILHG IRXU SRVYV
VRXUFHV RI VIVWHPLF ULVN

106(& 3)DVW $QVZHU , Qntths:inviny.€ec) g0 @t ahsivedsitiswersmfinterhtm. htm

131.S. TreasuryA Financial System That Creates Economic OppotiesCapital MarketsOctober 2017, at
https://www.treasury.gopfesscenterpressreleaseslocuments-financialsystemcapitatmarketsfinal-final. pdf.

132 Concept releases are SEC publications to solicit public inputs before potential rulemaking, often viewed as singles
of upcoming reforms. SE@Concept Release on Harmonization of Securities Offering Exempliams 18, 209, at
https://www.sec.goviilestoncept201983-10649.pdf

133 For more details, seé8RS In Focus IF1070Mntroduction to Financial 8rvices: Systemic Risky Marc Labonte
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X 'RPLQR RU VSLOCORHY RHIMH HWW XUH LPSRVHY GHELOLWDWLC
ORVVHV RQ LWV FRXQWHUSDUWLHYV

X J)HHGEDFR DRREVLUH VDOHV RI DVVHWKHWHEYHVY PDUNHW S
LPSRVLQJ ORVVHV RQ DOO LQYHVWRUV KROGLQJ WKH VDPH

X &RQWDJLRQDHUDHFWY ZKLFK LQYHVWRUV VXGGHQO\ ZLWKGUL
D FODVV RI LQVWLWXWLRQV RU DVVHWYV

X 'LVUXSWLRQV WR PULKH.F DOP DXUDNFWW. FEQ\D EGIF DRQUIHU RSHUD)
RI D EUHDNGRZQ LQ PBUNHW LQIUDVWUXFWXUH

$FFRUGDQRWRUQDWLRQDDQIL)PENMIRXMD PLD O 6 WDIBHWN W\ %RDUG D
P D QD J HPRIRSNVG LERAN. V SOLAW L F X 0 DD LD W WAIEELUOLLQU\ W R FH U Q
ILQD QFL R DWKU UWKLFRAIPRIISHN PDUNHW POOWKD DKILAQ GW
D UHVXOW RIDWYHWDAFF\Q BVKHDUWW DUH JHQHUDOO\ DJH@QRVYV ZKR SUR
FOLMOWYHU WKDQ SULQFLSDB¥ ZKHRDQN HV \® D R UHWIKRFPX/G\DY R D

EXGWR EPWH GLUHFW VRRIQPVW YV XERYRW PLODUHBY X ODR\PH G
FOLHQWCOIRAFIRK®RWHY QRW WKB Q QGDAWIRIDYFLDO VWDELOLW)\ FRQ
$FWXDO HPOHWGMRZ WKDW HYWIRNTHHFKIQGHVEBERNOGQDQFLDO V\VWHF
L QV W D RUOH MD\WS@RQ H\ PDUNHW LPQXGUXXVDAIUN RHOUBHEE WU X5 @ L R Q

DQG DFFHOHUDWHGQW R A L B® IRWKD MW KH G JH H MEPOGS LRU@IO
0DQDJHFHQMWQQHDOVR GHPREDMWUDIB® VP NYRIPRRQREF BIY HQ W
EURDGO\ DIIHFW WKH IXQFWLRQLQJ Rl WKH ILQDQFLDO V\VWHP

7KHLQDQFLDO 6WIDEHQWWMHBRD®E P D @ BVIHFHADIW DO WKDWHUDELOL
FRXOG SUHVHQW ILEDQRHEDE VWOEHOO WL XULGU NH\PH Y RO BNEH
ZLWKLQ LQY H\RVHPHIWL RQIGV U L X ) ®HNE HFKDID® BF GRIVMDLLRD V
OHQGLQJ DFWLYLWLHV R IBDMANAMWY KB/ MBKREIHBE O PR QKO G V

PDUNHW PXWXDO IXQGV (7)¥ WERQLG O MRYRNQUMD BNNKE CIRNAYGEHAG J
PDQDJHWPWQMFW X U D O DYQUEKIH H DEH Q WWMW R VZ K L F R RIKFOBEYWHY X OQHUD |
ILQDQFLDO VWDELOLW\ FRQFHUQV

B4'DQLHO . 7DUXOOR 35HJXODWLQJ 6\WWHPLF 5LVN ~ )HGHUDO 5HVHUYH VSHHF
Charlotte, NC, March 31, 2011, at https://www.federalreservengmseventspeecharullo20110331dtm. For other

discussion of systemic risk definitions, see INDBntagion Risk in the International Banking System and Implications

for London as a Global Financial CentaNorking Paper nd7/74 April 2007, athttps://www.imf.orgén/
PublicationsWP/ssues2016412/31/ContagionRisk-in-the-InternationalBanking SystemandImplicationsfor-
LondonAs-a-Globat20577DQG )HGHUDO 5HVHUYH %DQN RI 1HZ <ABsEsNing3CarEagibthW\ 6 WUHHW (
Risk in a Financial Networtk - XQH https:MiNeértystreeteconomics.newyorkfed.@@t906/assessing
contagionrisk-in-a-financiaknetwork.html

135 Financial Stability BoardPolicy Recommendations to Address Strudtiiulnerabilities from Asset Management
Activities January 12, 2017, https://www.fsb.orghp-contentliploadsFSB-Policy-Recommendationsn-Asset
ManagemenstructuralVVulnerabilities.pdf

138)RU PRUH G H¥s@& MandgemMentRidks and Regulation Compared to Bahkvgi FWLRQ RI WKLV UHSRUW

13 7KH 3UHVLGHQWYV :RUNLQJ *UHedgs FRr@s,) Le@Qetageid theQ e8dDhs M fH oAigrm
Capital Managementpril 28, 1999, ahttps://www.cftc.gowgitesfefaultfilesitm/tmhedgefundreport.htm

138 Financial Stability BoardPolicy Recommendations to Address Structural Vulnerabilities from Asset Management
Activities January 12, 2017, https://www.fsb.orgivp-contentéiploadsFSB-Policy-Recommendationsn-Asset
ManagemensttructuralVulnerabilities. pdf
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Money Market Mitual Funds

ORQH\ PDUNHW PXWXDO IXQGV 00)V URSQHVHO WQRQ HQRRUQHL R
KDV JHQHUDWHG® N/ L\WW B PIMEXOD X\D GAUKKIMVE L QY MWHN . @G M EWRU W
VHFEXULX\FLKHD YV 8 6 7 URKFDR/PXRH LEALLAXIDWE\SHRIEE R U D%V HGE 1D KW H
00)VLQYHVWTIX® &L WKV HMKR GWEWL M AXWIRMMVHYHQHDWDIH UHJDUG \
DOWHUQDWLY H VHWIRQE DM RHWHSRY QRW IHGHUDOO\“ QWHJHG OLNH
W K/HK D U RW R W X D@0 0¥ QUK D U H Y QHBBIGOIEBF QHW DVV$OW YDO X H
PHDQLQJ L\OHGISDWR VVE R DDBHRU VKDUH YOO B VRIHWMKIMP L Q X V
OLDELOLWLHYV

6RPOO) V KR ZHRSHIWIRW H Z&IDIVWH UMIQDRE W RWKHU RBSWRDIQ ARQGV
VRPH 0@®NVMP WR WMHEBOIDW SHU VEDWIQJ G LY LIGYHIAH DUL WHNH
DQG WHKINHWKPERPRUH FORVHO\ PLPLFNLQJVW KMWIDEWGUIRBSVR| EDQN (
EHORZ ZKLFK UDUHON R¥ PG ) WEKDRAN M/ KVHRHDBESAWH P E H U
/JHKPDQ %URWKHUM @R @G RYINSQWFQ H RIQIG P\ WKHIVHU Y H
SULPDXQBURNH WKH EXFN ZKHQ LWV YKDWHW & HRCHPMR LVFNE G \E
JHKPDQ % YR\ KW UHW HQMWGWILQ. DJBIU D\ R1 PRQEENFHMWO HH D PAM GRWY K H
ILQDQFL®BEWLRFDWHO\ WKH 7UHDVXU\ 'HS BIWWIRGRW LQWHUY K
JXDUDQWHH SW)RJ DB PRWRAHRE\DRVWD GGUHVY WKH FULVHV

00)V WKXV EHFDPH D QFQRDQV W IBELPRLQWAWFURIW K Q 1Y PO KIHD\UDY H
VXVFHSWLEOH WR VXGGHQVRDWDROUM GH F ©\W BB N R OXIQWE V& R U W
PDUNGIMWYV DUH YXOQHUDEOH WR UXQV EHFDXVH VKDUHKROGHUYV
VKDUHV EHIRUH RWKHUV GR ZKHQ WRMN& |HW ERIBRBBMSWYRQ WKL
WKLV FRF BIERQR RX COOD)WHK® HV D@ G P D Q GOWKIIDN WLWXWLRQDO
PXQLFLSDO DQG WIGPGINM \WORADLVR QKA LU 1$9 TR PEREADEEOH YD O X H
URYEEHZ WRROUY) WRRWKB®OD RHBR WPSRVH IHHV DQ®&/RHGHPSWLF
GLVFRXUDJH UXQV

3ROLF\ GLVFXVVLRQV FRQMMIQMHRGE 1B B\EBEBOMW KH 0) WIKS9 0
VKRXOGRODRN WD BE B H FRWWQR Y H U \L\QPREI D MWL RFMRO LQWHUHVW
H[DPSIOHMIRQVXPHU )LQDQF L D 0D &KORUNFHWIQ BURKDVHEMILRQ $FW RI
ZRXOBT X\LKH 8/(@HYHUVH WKHEDRNDWRQE AK$91$9 IRU WYKH DIIHFWHG
$IORDWL Q& IIBEPFRRAY H FAOHBHY\WRRIDLON HW YD O® BUR B VEHQ@WBYH WK H
IORDW L GRIXDH HGWRH HMWRHQWLYH LQ GL\WQHEWHIEKHEUWNHWY W
GLIIHUHQFH EHWZDIOI®@ W WD DEFM YDOEBBDRRX HVWRUV WR XQGHUVW
SULRYRPHQWY DQG P IVDIQHEW | OORNRRRYIHW ERQFLW JXDUDQWHH RI ]
ORVWHKVRXJK V\WIXDOHOPRX@XBAR ¥ QIHHVORMAMEIBAST S R Q HQ W V

139 CRS In Focus IF11320oney Market Mutual Funds: A Financial Stability Case StiyyEva Su

14017 C.F.R. 8270.24.

M6(& 3)DVW $QVZHUV 0R Q HAttsD/MEEE. godieEBevarifrinky. htm

1427KH '"HDO % RR-NDIONRHQM \) X Q G 1 % U AHe Ni&tv Wokk Hinde Septemfiér 17, 2008, at
https://dealbook.nytimes.co280809/17/moneymarketfund-sayscustomersould-lose money
MW3UHVLGHQWYV :R Bifah@aUMatk&®Kendy Market Fund Reform Optigr@ctober 2010, at
https://www.treasury.gopfesscenterpressreleasefdocumentsl0.229620PWG%20Report%20Final.pdf

144 For more information, seERS Report R4341%osts of Government Interventions in Response to the Financial
Crisis: A Retrospectivéby Baird Webel and Marc Labonte

¥s17C) 5 tt DQG DQG 6(& ILQDO UXOH 30RQH\ ODUNHW )XQG 5H
3) " 2FWREHU https:/wwwDs@¢.goviilesfinal/201483-9616.pdf
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EHOMHYYBMW DWLQJ 1$9 GRHV QRW VROYH)RUWH [WVRG®IHRI LQYHVWRU

D F D G NP LVAHDWWKR QHO XAMGEKDM SHID § W K D WLR LeNDWX PMRXRIW L Q J

1$9 GLG QRW H[SH U IUHHGERHF W XRDE UFE®KNQWQWPDUNHY GLVWUHVV
DGGLWLRQ SURYLGLQJ IORDW L QNQEFOVMIBIT XEAHR/QED O DXSODW LR Q

GLVFORWOXDWHG EXVLQHYY¥SBRGHQ WX [DWIRHR/ R B HFR LQH RI
DIIHFVMOWG/LQFH W KHV WDHY R PONVK@H RO ) @D 0 WHKWW PD\ FUHDWH
ZRUNLQ J \FORSUW W IEDHWL QRIVBVP X QRLFH 8 *B2LVRIQNWU V DEH K EMAM KID W

00) UHIKDFK HXNBIPSOHPYWIOMWHHG2FWRBEHBDNHY VHQVH WR VWXG\ W

HIITHFW LD/QI® it WY DFNH BHIFERR VL GKD IO BV

Stress Testing for Asset Management Firms

Stress testing genehpalrefers to a forwardlooking quantitative evaluation of the impact of stressful economic
financial market conditions. As part of the broader legislative response to the-2009 financial crisis, the Doed
Frank Act requires regulators to establistiess tests for banks and certain asset management firms. The SE(
responsible for establishing stress testing methodologies for brdkeaters, registered investment companies, g
registered investment advisers with $10 billion or more in total cortaikd assets. The stress teste to

include baseline, adverse, and severely adverse scenarios, and the results of the stress testing must be ref
the SEC and the Federal Reserve Board.

As part of he SEG V M@ reform, MMFs arerequired to testtheir abiliiesto maintain weekly ligid assets
of at least 10%nd to minimize principal volatility in responsedeveral SE@efinedhypothetical stress scenario
including (1) increases in the level of sherm interest rates, (2the downgrade or default of particular
portfolio security positions, and (3) the widening of spreads in various se&brs

The SEC has not yet implemented the DeHthnkAct stresstesting requirements for asset managers. A 2017
TreasuryDepartmentreport states that the Treasury does not support the use of banking sector prudential s
testing on investment advisers and investment compadreeausehe MMF reform stress testing requirements
DOUHDG\ "VDWLVI\ WKHJD SINU$ AMVESHnyWUHEBABT8In the 116" Congress, the
Alleviating Stress Test Burden to Help Investors Act (H.R. 3987) would exempt nonbanks from certain Dod
Frank stress test requirement$here are also others who support stress tests as an important systesk
mitigation tool.

Ex c halhrgaeded Funds

6RPH FRPPHQWDWRUY KDYH DOVR DUJXHG/ WEKEBTHHYQVYWLVH FHU
PDMRULW\ RI DOO (7) DVVHWYV DEB\SD& VWXKXV\ LRDAHVIWHRBUR URLW B €

146 /e find that the stable/accumulating distinction explains none of the-gegtienal variation in the run rate
DPRQJ WK H Yefrey)XN@Grtforiand ChristopheGandia, Money Market Funds Run Risk: Will Floating Net
Asset Value Fix the Problem? 0 D U FX13,Columbia Business Law Revigathttps://ssrn.conabstract2134995
147 BlackRock,U.S. Money Market Fund Reform: Assessing the Imphate 2018, dtttps://www.blackrock.com/
cashliteraturelvhitepapeniewpointusmmf-reformassessinghe-impactjanuary2018.pdf

148J.S. Chamber of Commere#oney Market Funds Helping Businesses Manage Cash, Eliow
https://www.centerforcapitalmarkets.camp-contentiploads2013/08/17003_ CCMGMoney-Market.pdf

149 BlackRock,U.S. Money Market Fund Reform: Assessing the Imphate 2018, dittps://vww.blackrock.com/
cashliteraturelvhitepapeniewpointusmmf-reformassessinghe-impactjanuary2018.pdf

BOBEHH 6(& |LQNMAeyMa®ed Fuhd Reform; Amendments to Form PF- X O\ S DW

https://lwww.sec.govlllesfinal/l201483-9616.pdf DQG 36(& $GRSWV ORQH\ ODUNHW )XQG 5HIRUP 5XO0O

release, July 23, 2014, latps://www.sec.gowewspressreleaseP014143 For examples of applying the scenarios,
VHH -HUHP\ % HUNRZLW] S0RQH\ ODUNHW OXWXDO )XQGV 6WUHVV 7THVWLQJ

Economics Research Associates (NERA), July 14, 2015, at https://corpgov.law.harva@d.edu/l 4/moneymarket
mutuatfundsstresstestingnewregulatoryrequirements/

151.S. Department of the TreasulyFinancial System That Creates Economic Opportunities Capital Markets
October 2017, dittps://www.treasury.goptesscenterpressreleasefdocumentshA-FinanciatSystemCapitat
MarketsFINAL-FINAL.pdf.
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KLJK JURZWBWRQR)RI WKH GULYLQJ IRUFHV EHWKGIGUWSRUSD V VL
GLVFXVVHV LQ WKH:ISWK BL& X\ WHBWRERQQWLQJ IRU PRUH WKDQ

XQGHU PDQDJHPHQW DQG RI DOO 8 6 HTAIMQBVRDEW RQ XYHR® X F
JURZWK JLYH ULVH WR ILQDQ¥LDO VWDELOLW\ FRQVLGHUDWLRQ)\

7KH NH\ VWM/HNPL¥VXH VXUURXQGL@LFXUGDIN\QPTXNFEGNMPFIR O Y H V
PLVPDMWRK BSRQQWY WR D U HG PRSHUHIDW IFR@ S GRHIWBEX EQWIX UH W K D W
DQG VHOOLQJ DWWXYGWRHYHDWDBDRRWKKH SRUWIROLR DVVHW OHYF
GLIIBEMW2MKI) WZRRAUHMFDPSOH LI WKH (7) VKDUHV WUDGH GLIIHU
XQGHUO\LQJ SRUWIROLR (7) KROGGWHRMHRE \EWMRIF MOV RUL @ MWWKH U DV
PLVPDWFRPH DKIXHOWTXLGLW\ PLVPDWFK FRXOG DPSOLI\ PDUNHVW
WULJJHU ILUH VDOHY WKDW IXUWKHU GHSUHYVFRQRMXNBI\SW LFHV D
KD YDH BAHK DW O UR¥YLLGY/IL\R Q SWK)WRKU X FWY B HP 1 D @DGD@)IIW L Y H
OLTXLGLW\ LV DW OHDVW DV JU¥2W KHNUWKRIPW HRQ V. B/W RAD/G K D DN LK
WK@®RW DOO (7)V DUH FUHDWHG H X0 O/IDEXRHBEMUDFINE Q BT (7)V DU
SURGXFWV WKDW DUH FRDNYIGHIUWNW GVOREWMR DLMMNRZLQJ VXEVHW RI
KLIKHWN (7)MDWRODWBH HRFWRBBHUQ 7R DGG WR WKH FRQIXVLRQ W
QRW FXUUHQWO\ KDYH D FR Q¥ DB QW UIDHPN DM WAR O YSIKOWRR Q W R
SURG X FDMUHWKD®HU ULVN

2Q 6HSWHPEH WK (&HVWWBHEBD F\RP SUHKHQV LY HI W\ WIE@) VWD QGD U C
3ULRU \§BRWISBIWW V YW B PIXGKID EHH @ SSURYHG E\ WKH 6(& XQGHU
H[PSWLRQ WR WKH ,QYHVWR HAL ERPSOVD G PWRE BV VY LIGKD®D F H
H[HPSWLYH RUGHUV ZLW K DQV D@ID H7 WX THK HRUSSOBDBK H[FOXGH\
ULVN (7)V DQG PDQGDWHY QHZ GLVFOR¥ERNGH D OQ ® RMWKHDFRQGL
PDQDJHG%(7)V

Leveraged Lending

/JHYHUDJHG OHQGLQJ DOVR UHLWUILID®G Q\FR @ RDHGYHH WIRJ B B ORRZDIQQ
JUDGH FRRSHFQPISDDILWRUMNGLW UDW L QIDBDHXRE K/WMHQG WR EH KLJ
LQGHEWHG UDJIHG OHQGLQJ UHF HWKHGUIHAUSEGIRRAR B H DD QUM R |

OHYHORVMYE EGDRDQV DUH VIQGLFDWHG PHDQLQJ WKDW D JURXS
LQFOXGLQJ DVVHW PDQDJHUV FROIOH FWQVRUD\WINQGV DL RIQDID © A
KHOG E\ D VE@RPH EHIXODWRUV FRQWRIEN WREGLEQWHBJI®R D QR
JUD\ DUHD WKDW LV QRW IXOO\ RYHUVHHO®E\ HLWKHU EDQNLQJ |

152iSharesjShares P18 ETF and Derivatives Guidathttps://www.ishares.comsfesourceshstitutionatinvestors/
etf-derivativesguide
153 For more details, se€@RS Report R4531&xchangeTraded Funds (ETFs): Issues for CongressEva Su

154 Apanth MadhavarExchangeTraded Funds and the New Dynamics of Investivew York, NY: Oxford
University Press, 2016).

155 bid.

156 SEC Rule 6€11, athttps://www.sec.goviilesfinal/201983-10695.pdf

157 Securities Industry and Financial Markets Associatién, ) 0 $ Le¥eraged Lending FAQ & Fact Sheét D W
https://www.sifma.orgesourcesésearchéveragedendingfag-fact-sheet/ For a more detailed definition, see Federal

Reserve, FDIC, and OCGyteragency Guidance on Leveraged Lendidgrch 21, 2013, at
https://www.federalreserve.gmupervisionregtletterssr1303al.pdf

8 %RDUG RI *RYHUQRUV RI W K HSyrdiGatet) Dbén Bdtfélid£Jof FindnciaMhstiBns 3 D W
https://www.federalreserve.goelease®fakfaprojectsyndicatedoan-portfolios-of-financiakinstitutions.htm

9 /LVD /HH 3/HYHUDJHG /RDQ 5LVNV 0D\ 5HTXLUH )L Bk b HJXODWLRQ 6(&!
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JHYHUDJHG ORDQV JH Q H U IMKD\BISR WRU-PQWREK HOFHOG® HD BARNMY H
ULVNLHU ERUURHE B WD @&HRY W E\QWDIHW RDY G VF DX H GNE \
SFRYHQDQWHODWHIYNG\DSDELOLWLHY IRU ORDQ UHSD\PHQW LQGL
WR HDUQLQJW\EMIRWUMH L@MSHUHFLDWLRQ BQXGUDRPR UMKH DSDVRAQ (%,
GHFDGH WKH 8 6 OHYHBBUHBRERIGBQY PRIWKWGHWHULRUDWLQJ FI
GHFUHDVHG UHSD\FBBWHFRZ B K HUL WRRVQWRWDOHYHUDJHG ORDQ'
RXWVWDQGLQJ UHPDLQHG UHODWLYHO\ ORZ DW DURXQG WULO

RI WKH OHYHUDJHG ORDQ SULP D U S POXWRYDD LR Y6V WRIG BOH/G I
IXQGV KHOG DQG RI OHYHUDJHG ORDQV QK DRIMNHMSHFWLYH
PDURRWH WKDQEERXE® Q B GDGGQWRBQRI 8 6 OHYHUDJHG
ORDQV DUH SDFNDJHG LQWR D DAB @& GO WRWIXFIW X G HIGR B QHRSE O\ FD
&/2%&/2V DUH WKHQ VROG WR LQVWLWXWLRQDO LQYHVWRUV L(
RWKHUV ZLWK WKH DVVHW P VEBIJH PWIOMWH U RE X WWD\QERGIG LIDQ G E
WKH KLIRBUW\ WOODFEKENXQ RWKHU LQ YWKROBHRRUMHKKBQH R
& 125

Table 4. U.S. Leveraged Loan Risk Characteristics

U.S. Leveraged Loan Market Charact eristics 2007 2018
Outstanding Leveraged Loansk{iflions) $554 $1,147
U.S. Issuance (percent of global issuance) 66.9%0 75.8%
Covenant Quality Index 2.6 4.1
Covenant Lite Share (percent of new issuance) 29.2% 84.7%
Total Debt/EBITDA (times) 4.9 5.3

Source: IMF,Global Financial Stability Repofpril 2019.

2019, athttps://www.bgov.contorehews#!/articles/PQ4HZD6J1JUZ

160 7KH S FRYHQDQW OLWH" ORDQV DUH OHQGLQJ FRQWUDFWYV WKDW ODFN LQYHV
covenant clause in a syndicated loan contract typically requires the borrower to pass regular financial fitness tests.

Because the financiaidustry considers loan covenants a major device by which lenders can monitor loan repayment

performance, many see this rise in coven@nt WH OHQGLQJ DV HYLGHQFH RI D GHFOLQH LQ FUHGL!'
3S0HDV XU L: QW&R YEaddérdl Reserve B&rof Philadelphia 2018, ahttps://www.philadelphiafed.orgmedia/
researchanddatapublicationsbankingtrends2018bt-cov_lite.pdffa=en

161 Nonbanks generally include asset managers, insurance companies, pension funds, anddgfpessitory financial
intermediariesPrimary marketefers to the market where a financial instrument is first created. Secondary market
refers to the market where these instruments are traded. Data from IMF, Global Financial Stability Report, April 2019.

162]MF, Vulnerabilities in a Maturing Credit Cyclé\pril, 2019, athttps://www.imf.orgénPublicationsGFSRIssues/
20190327/GlobalFinanciatStability-ReportApril-2019

163 | bid.

164 To redistribute the credit risk, collateralized loan obligations (CLOs) pooldgedrloans together in a portfolio and
restructure the pool into different credit trancbéienknown as senior, mezzanine, and equity tranches, in order from
highest to lowest payment priority, credit quality, and credit rafiingough this process, ks of the portfolio of loans

are often redistributed to lower tranches and new-bighlitrating CLOs are formed out of the belanwestment

grade pools of leveraged loan assets. For more details, see National Association of Insurance Commissioners,
Collateralized Loan Obligations Primeathttps://www.naic.org/apital_markets_archivyadimer_180821.pdf

165 According to the Federal Reserve, as of yaradt 2018, most U.S. CLOs are issued out of the Cayman Islands ($457
billion or 74%). Of these issuances, 27% or $94 billion are held by mutual funds and other investment vehicles. Emily
Liu and Tim SchmidEiseQORKU 3:KR 2ZQV 8 6 &EDINbeXIUY 1,12BI19,"4t
https:/mww.federalreserve.g@donregiotesfedsnotesivho-ownsus-clo-securities20190719.htm
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Notes: EBITDA = earnings before interest, tax, depreciation and amortization. Covenant = certain credit
agreements that serve as a measurement of the degree of investor proteétioigher covenat quality index
score denotes weaker covenant quality.

OXOWLSOH ILQDQFLDO UHJXODWRUV DQG OHPEHUV RI &RQJUHVYV
ORDWWNY DQG LPSOLFDWLR®VRIRUY MUKHIRPPL-DON DWW /G K IVY H
WKDW GHYRDQRYHDUH UHVLOLHQW DQG WWDEOH FODLPLQJ XQZDLU

/I[HYHUDJHG OHQGLQJ UDLVHV D YDUKHWR ®R0DOBROIF\ LVVXHV LQF(

X ODUNRBWFLUWYHUDJHG SBHOQWLEXODUO\ WKHOL@MUHDVH RI FRYF
ORDRRXSOHV KLWKODWA YH ODFN SR WHDQMSOUHQHEDGLQJ WF
XQH[SHFWHGO\ KL JKVOR WHKH D Q B QFHERBMV LWW H P
XQFOHDU DEH®IRZFXWKHGHJUHH R RYVFKKAR QDR ® O
VI\VWHRKOG UHVXOW IURP WKLYV

X /LTXLGLW\ PBXPOMFRKKS}IAW HDV\[HW WK URXGKHGDLO\
UHGHPSWQWQUTMLQYW ZKHUHDV QHYFK BRX® ® RBIQYH DV
XQGHUO\WJIJWRWHQGW LQIUHDMNHOWQIVIHBMS H 7K
IHDWXUHV RI OHY ISWRPREVEHED QFPI VPKRHH 6 (& WR FDXWLRQ
WKDW LQYHVWRUV VKRXOG EH ZDUH RI WKHLU UHODWLYH I

X 7TKH ORDQ VI\QGLFDWLRQ SURFHVWHDQ GHIG ®HRUDDNY PYHHU VLI KW
XVXDOO\ VIQGLFDWHG E\ JURXSV RI LQVWLWXWLRQDO LQYH)
6RPH UHJXODWRUYVY DQG UHVHDUFKHUV ZRUU\ WKDW FHUWDL
UHIJXODWHG WKDQ RWKHU ILQDQFLD® SURGXFWYV OLNH ERQC

X &RQWOQJILIRVNYHQ WKH OHYH UM YH H ORI LRD/UHVFWR U
FRPSRVLWLRQ VRPH H[SHUWV KDYH DUJXHG WKDW OHYHUD.
DERXW ILQDQFtRDHNYRQW B RIVR\Q LN HNVWRIMG ORDQV
QRQEDQNV ZLWK WKH DVVHW PDQDJHPHQW LQGXVWU\ KROG
WRWDO RMWWRVXQ@EWLQYVREMPPHQWDWRUV KDYH DUJXHG WKD
GLUHFW ILQDQFER D0H DRYDBNG O RDQYYHO\ VWRS DW WKH LQYH
OHYHO LENMHDBXRWLSOLHG WKURXJKRXW WKH LQWHUFRQUC
E\ ED®WRNH &KDLUPDQ Rl WKH )HGHUDO 5HVHUYH IRU H[DPS(

186 .HVVH +DPLOWR@ER DPOHYHUWIDAHBPDQGY $FWLRQ E\ OBoSmberg@pril ), 6HQDWRU 6D\V
2019, atttps://www.bgov.contorehews#!/articles/PPTEEO6KLVR7D Q G 3-RIsK Rorporate Lending Hazard

5LVLQJ % DQN $ Blh@rbérgllan6apn25, 2019, https://www.bgov.contorehews/

#/articles/PLWEBP6VDKHT

167 Comments from Dwight Scot§enior Managing Dector of Blackstone and President of GSO Capital PartnérsR
/IHYHUDJHG /RDQV 3RVH D 7K U HriDahCidV Rm¥&y ReHrudry6l 1,20 RQeR sV Aww. ft.com/
contentae50319Ra0211e992227024d72222hc

80 HQ %DLQ 36(& &KLHI WR OXWXDO )XQG ,Q YBloombRryApril % 2D EtH RI /HYHUDJHG /
https://www.bgov.contorehews#!/articles/PPPNES6KEBXS.

6 /LVD /HH 3/HYHUDJHG /RDQ 5LVNV 0D\ 5HTXLUH )L (BDQieQprbHJXODWLRQ 6(&!
2019, athttps://www.bgov.contorehews#!/articles/PQ4HZD6J1JUZ

170 Federal Reserve ChaimQ -HURPH 3RZHOO V4D iNdhEn W K ieks: that eddRe §efdre the
financial crisis which were more risks to the financial system as such. Most of this risk is now held irb@seket
vehicles which have stable fundingnot all ofit but most of it is held in that so it is really for eand macroeconomic
risk +tDQG ZH FDOOHG kkWHHRI¥HKndhare aztkb§ervidhicles and assuring that they do have stable
funding as we believe they do for the most par6 H Q D W g, Rlels@d\ &r@ Urban Affairs hearirihe Semiannual
Monetary Policy Report to the Congredsly 11, 2019, dtttps://www.banking.sate.govhearingdd7/08/2019the-
semiannuamonetarypolicy-reportto-the-congressand Bloomberg transcript https://www.bgov.conworehews/
#/articles/PUILIFO8IJMDCO
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WKDW ZKLOH OHYHUDJHG ORP®RHYBMW B S'ISRPMHURRRFHUQV W
SUHVHQW QRWDEOH UMANY WR ILQDQFLDO VWDELO

X 'DWD BRPH DQDO\WWYV KDYH DUIJXHG WKDW WKH ODFN RI DYI
WKURXJK GDWD FROOHFWLRQ DQG VKDULQJ RQ &/2 KROGLQJ
DQG WKH UHJXODWRUV IURP PRQLWRUL®3 ULVNV LQ WKH OH

I nve Prtootrec t 1 on

,QYHVWRU\S DRWHIFPVE MRQYR SUHY H R VW EBMGH VIVRR S U B BER DEMH. Q J
H[SRVXUHVRIRIQQ QRBENMLY H FRO\G X FIWW L FFQ BERBORFVIBWEDWH V
FRQFHUQYBIFRHVYV WR SINQY® \&H WERQEWX HMD PIFRW L QJ RI

F O MIVQWR F NV

De fi Miccgr editest? Investor

6RPH SULY DW HPIXW B&F BUBHHGQ W H*'GDLQ YHIMWIRWIVR Q WKDW KDV JHQH!
DERXW ZKLFK FDWHJRULHV RI LQYHVWRUVQGRX® 6 CEH THX@LAIL B aH
DQ DFFUHGLWKIKcG R YHWBWWRB GIPRUH WKDQ RU WRJIH
VSRXVH LQ DQQXDO JURVV LQFRPH GXULQJ HDFK RI WKH SULRU
WR HDUQ D JURVV LQFRRK MERY AR XVBKBI\WY WBNWVDRY R RWGZRUWK RI PF
WKDQ PLOOLRQ HLWKHU DORQH RU WRIJHWKSBWLPDWK D VSRXVt
UHVLBEHQVWVWLWXWLRQV FDQ DOVR TXDOLI\ DV DFFUHGLWHG LQYH
LQ DWHWEHU RI UHIXODWHG HQWLWLHYVY VXFK DV EDQNV LQVX
LQYHVWPHQW FRPSDQLHVY DXWRPDWLFDOO\ TXDOLI\ DV DFFUHGL

6RPFHRPPHQWD\WBUNMRYHF (& [LVWLQJ UXOHV IRU GHWHUPLQLQJ D
V W DWUXRW KDW L Q F RPRIUUWKGFQHWHULD EHDU OLWWOH UHODWLROQ\
7KHVH FRIOVWHKYEHXW KDHFGWHGLWHG LQYHVWRWD @G IXQGWURQ LV ER
LQFOXVLYH FDSWXULQJ ZHDOWK)\ EBW OOQA/LRBIK WAK\WR I\ FHD Z\KHRG DLUCHY B
LQIRUPHG EXW,QHV&GRMWQRBQWLYHQ WKH WUHQG RI SULYDWH VH
SXEOLF RIIH REYHDWARRHHBIERKQW XWTRDO DFFHVV WR LQYHVWPH (
RSSRUW X QLKBHL YW UVQ .G B M. WR/RIFEERPLRO G DS LW D 6 HFRRUIRXY/RY WKH | X ¢
SXEOLF DQG SULYDWH&RIRPXQMWDVR UD/QIGD VD B ¥ FR U GALKQHI O\ G LV F X
DFFUHGLW GG IILQY MADRFE BAXR) Q/GIIRYIZG WKOIV. QDQFLDO WUDLQLQJ RU
GHPRQVMWQDQFIED O H[BBORZQFMY HVG R/URV SW R YEISVH PV RJHNGI WY
RSSRUWXRQUHVEEQRG WKH HOLJLEOH DRF B W& HMNEMKMPURAIRRU ED V|
OLPLWDWLRQYV

M-HVVH +DPLOWRQ 3/HYHUDJHG /HQGLQJ ,VQTW BIROWbQFMaULD, 2KI7& UHDW )HG &t
https://www.bloomberglaw.cordbcumentX7ARN6TKO0000Q and Federal Reserehairman Jerome Powell speech,

3% XVLQHVYV '"HEW DQG 2XU '\QDPLF )L Q Dhggsi/Dvav.eistaltéserve. dwigwsevents/ D W
speectpowell20190520a.htm

172victoria IvashinaEmerging Threats to Stability: Considering the Systematic Risk of leveraged Lehdiegt,
2019, atttps://financialsendes.house.gouploadedfiledihrg-116-bal5wstateivashinav20190604.pdf

173 For more policy discussions, SERS In Focus IF1127&ccredited Investor Definition and Private Securities
Markets by Eva Su

174 SEC,Updated Investor Bulletin: Accredited Investotanuary 31, 2019, https://www.investor.goadditionat
resourcesiewsalertsalertsbulletinsipdateeinvestorbulletin-accrediteeinvestors
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Voting of Proxy Shares

3UR[\ YRWLQJ UHSUHVHQWY DQRWKHU LVVXH LQYROYLQJ LQYHV\
VLJQL I LSFD/GIFH P D Q DI LIS X W LKODUIWMNRRAMH. MWHRA SWIRHLU SXEOLF FRPSDQ
YRWLQJRWRHHWEBKEG®RMH DVVHWRKXEBNMDEH BRRDQG
UHVHDSFER[WRG Y L VRN URIWRHHUWDRST W K H V KR X @R RAHR@W DLVQR U V
KDYH LGHQWLILHR® DF Q K D% MRMNARLI GUR AWIHPFIOXG

VW H Z DU BRHWBVMAMHW PDQDJHUV DIQGPSWRHDIGY LU RAO YROWHJ LQ W
EHVW LQWMHEDHVWYDPRMWKHU WKH DFW XOFQR Y B WRHAMIERS L AV DIEXID D W |
FULWLFDOO\ LPSRBW D/RBREWNEEXWEAN U D W H J IVF FBX.EJGIERADLR Q
WUDGHGLARMRSDGG UHVV \WH Y& LLWWXHIE D FRQEGSIXVE QHPOHDVH VRC
IHHGEDFN RQ WKH SURPKW GRO\P DQVR KHOG P X@ W LGLOMH XINRK Q G W
WKH SUR[\ BBRWHVYMFHQWO\ E'Q 1RYHPEHU

Fund Disclosure

(QVXULQJ IIXIOW @LYGEORVXUH RI PDWHULDO LQIRUPDWLRQ LV D NF
VHFXULWLHV ODZV 7R S&RPRIWH LW EEMH DGO R | WEIHWLDWLYHV
LPSURXH LQYHVWRU H[SHULHQFH E\ XSGDWLQJ WKH GHVLJQ GH
JRU H[DPASGH ORQJVWEOKEL\Y B DRRRES/(HG 5XDHXQHVR DOORZ
FHUWDLQ LQYHVWPHQW IXQGV WR W UW KN R DARDW HRISRAOLRIU U H -
BXSSRUWHWMB HRBERIKQW WR LWV HQYLURQPHQWDO DQG HFRQRPLF
ELOOLRQ VDYLHDV S HYRER QW UCIWHR SERB HYRLWF KOG YARQFHUQV
RYMWKH XVHIXOQHVV RIVHIEBMANIWDR QLFGUBISRDO QQFM \DWRHVVZWR R
IDPLOLDULW\ Z VKK BV(I&HF RIQMWHWQQHHW W R R/G1 MWK 1S X K Q IIF GLEYFOR V X U

UHWDLO LQYHVIMRRONEHULWRQBEEHYRR S B AW XUHIRIB/ERW K MWL VL Q J
WSHV Rl GU¥FORVXUH

Finanoumavation

J)LQDQFLDO LQQRYDW L RDKHVDVY H\Y VP I U GGFREHR®VEY RRRRSHKYWY U \
QQRYWLERODBHG UHIXOWDWHRU\LQERNGKPUWHFKQRORJILHY DQG
SUDFW L RKW BEDPBMKRIWLFLHQWO\ VHUYHG E\ WKH HKIRAKHQJ UHJXO
UHJXODWR U \F DUIFRKH\E R 6 NJ RDIOAERKIV L QHVV VD RIHH X GARVD IDB@ H

175 SEC,Proxy Voting:Proxy Voting Responsibilities of Investment Advisers and Availability of Exemptions from the
Proxy Rules for Proxy Advisory FirmStaff Legal Rilletin No. 20, July 2014, dtttps://www.sec.gowutterpslegal/
cfslb20.htm

176 SEC,Concept Release on The U.S. Proxy Sysaehttps://www.sec.goviilestoncept201084-62495.pdf
177 SEC,November 15, 2018: Roundtable on the Proxy Proa@sstps://www.sec.goproxy-roundtable2018
17817 C.F.R. 8200, 230, 239, 240, 249, 270, and 274.

'DYH OLFKDHOV 35HWXUQ WR 6HQGHU 0XWXd StreeX DGn&IEemB | POLY, atLOO *R 3DSHU
https://www.wsj.corrdrticlessecapprovespaperlessnutuatfund-reports1528205042

B0 y%HXUWRQ (OOHU 36(& 3DSHUOHVY 0DQGDWH Thedi, Gehi@Gary3, PR18, #EXUDO (OGHUO\
https://thehill.comdpinionfinanceB72026secpaperlessnandatea-baddealfor-ruratelderly-investors

181 SEC,Request for Comment on Fund Retail Investor Experience and Dis¢l@sttodber 312018, at
https://www.sec.goviilesbther201883-10503.pdf

8 (XURSHDQ &HQWUDO %DQN 3'LJLWDO 1D W LYH" )LQWHFKY DQG WKH )XWXUH |
https://www.bankingsupervision.europam@ssspeecheslate2017html/se170327_1.en.html
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KRERURWHFW LQ YKVQRIUMQRNDKBYRMHA WO BRQV. F\ GKDVO O H
LQYROYLQJ WKHVH JHQHUDO LVVXHYV

Digital Asset Custody

'LILWVWDWVHW FXVWRG\ KD W HUKRODRMRRNQDWL W Q DIFSIGUSY R®KS 6 (&
FXVWRGLDQV Rl FOLHQW DVVHWV PXVW DELGH E\ FHUWDLQ UHTX
IURWKH SRVVLELOLW\ Rl EHLQJ OXREW R3H P HORSHER IR DMK HGN U B
DVVHW PDQDJHPHQW LQG XV WWUWW KPRV K5 MIDEX S KW@/MH GDWDIPNPH Q W V
HILVWHQFH D QIEQBHMRAWDGEL OBV H X Q LIRXH GABND IRDMNELFH K/
WDQJLEOH UHRUHY[IDESDLM LWQQ GXMWRWPRQ S WXBWL FH

IR FBXR QV R/HD | H J X IRUBGULLQY D W3HB 1 IHY D W H XNH\ VX Bl UGDAP\ELHI® H G

PDW K H P D WELLFID. @/@MWIRQ W BWRWARRRINOUHRU VUKOLLSY LQJ TXHVWLRQV DERXV
QD W X33 R \RY H \D\ERRQ WRIRID G LILWDO DVVHW

$ ODUFK OHWWRPUW KW R6 @ELKIH. W D@ ®XWROAG KBWOLF LQSXMKHHJIDUGLG
FXVWRG\ RI G#JRQWDIOHDOHY S WX PWDUL]H G ROQKPEGYRRIY L QJ

WKH FXVWRG\ R LEFIQMEHDBNY RWYEXWHG OHGIMWR WHHFRIQ® O R J\

RZQHUVKLS WKH XVH Rl SXEOLF DQG SWUDRWIH 5 W3 5WRID® DR/VFH
DELVO\ WR UHVW&RMMRIUWIDFBRYHMHWY WKH JHQHUDOO\ DQRQ\PRXV
WUDQVDFWLRQV DXRGLWHRHHIRDP®HRQUHY DQGWSLILWDO DVVHWYV

&RQJUHVVLRQDO KHDULQJV KD YHH DDN® DEGHW \PKVGV RIGH LV V XH

Nonfdncial Technology Platfor ms

$ VHFRQG UHFHQW GHYHORSPHQW LQ ILQDQFLDO WHFKQRORJ\ W
LQYROYHV WKH HQWU\ Rl QRQILQDQFLDO WHFKQR®RJ\ SODWIRUF
/IDUJH WHRKQRYRSWINY]RQFHBPRRN DQG 8EHU KDY W HDDYCL FAMAD UW H G
RSHUDWLRQV DV SRWHQWLDO FRPHRD 1 MERNEARDINOBN KERXWQ HUV W R
WKH VFDQE @R YMDXMLIRRW EHHQ EURD G O \OILHNMHAW DBGFRWBRP HES HU W
JRUXP S WHK®IW\8O0DWQRKAVDELBUW\ WR HQJDJH ZLWK GLIITHUHQW |

183 Debevoise & Plimpton LLPCustody of Digital Assets: Centralized Safekegpuif Decentralized Assets under the
Investment Advisers Addecember 17, 201&t https://www.debevoise.coniiediafiles/insightspublications2018/
12/20181217_custody_of digital_assets.pdf.

184 Fidelity Digital AssetsCustody in the Age of Digit AssetsOctober 2018, at https://www.fidelitydigitalassets.com/
bin-public/060_www_fidelity comdocument$?DAS/custodyin-the-ageof-digital-assets.pdf.

1856(& 3(QIJDILQIMBQLXN@/RGLDO 3UDFWLFHV DQG 'LJhipsaw@.sedgowyV ~ 0DUFK
investmention-dvp-andcustodydigital-asset$)31219206.

186 | bid.

187.S. Congress, Senate Committee on Banking, Housing, and Urban AffearsjningRegulatory Frameworks for
Digital Currencies and BlockchajiHearings, 118 Cong., ¥ sess. July 30, 2019 (Washington, DC: GPO, 2019).

188 tay Goldstein and Andrew Karolyi JLQWHFK :KDW TV 5H D OKnoWeGge@\Wharhdardis12,
2019, atttps://knowledge.wharton.upenn.eaiticlefintech

189 For example, Facebook is reportedly planning on a cryptocurteassd payment system, see Wolfie Zhao,
SYDFHERRN WR 5RIRRQ W U CBREDF XddibddsR May R4 2019, dittps://www.coindeskom/
facebookto-roll-out-globalcoircryptocurrencyin-2020reportsays@tm_sourceBlockchainBites&tm_medium=
Email&utm_campaign201905-24; Amazon is reportedly providing multiple financial services offerings, see Kevin
:DFN 360OLGHVKRZ YR&ZKHFNIRYI XS )L Q BifeFitaD Bartket\arch B8] 018, at
https://www.americanbanker.cosfiieshowhowamazonris-shakingup-financialserviees and Uber offers financial
services payment solutions, see Uber SEC Fefmaghttps://www.sec.gowrchivesedgarfatal 543151/
000119312519103850647752ds1.htm
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IURP D VLQJOH FKDQQHO ZLOO OLNHO\ EHFRPH WKH GRPLQDQW |
VHUYLFHNKQRDRRDYH WKH SRW H QBN \BHOVDR HERGIENESMU WW K U R X J K
GLJLWDO DVVHW WUDQVDFWLRQV URER DGYRGREWVHUYLFHV DC
GLVWULEXWLRQOVRVWRNYWYBHMHMHWY DAV BPD]RQ IRUWH[WKS$OH FR
WUXVWVWRIQG DQG GLVWWREKHDRRD BRI YOG LVWUREXWRU RI 1XQ
7KH LQIOX\HHFRYKAMDWIRUPV KDV DOUHDG\ EHHQ UHDOL]HG LQ FH
H[DPSOH $QWDQQDQFLDIDNH RYI BDQEDHED YRKRIXBRAL)OTWW K
PLOOLRQ $MWSKOLWGYRUWKH &KD@RWQH BW Y IOBWANMRW U\ R

WHFKQRROFRSIDQLHY LQWR ILQDQFLDO VHUYLFHV UDLVHV D QXPEHL
FRPSDISRHWYU WKHLU FRQWURO RYHU XVHU GDWD DQG SHUVRQD

Facebools IFllifekaCharacteristics

J)DFHERRN LVVWRPRQIRKFHIDQLHY WKDW KDYH H[SUHVVHG LQWHUH\
VHUYLFHV ,Q -XQH WKH VRFLDO PHGLD FRPSDQ\ DQQRXQFHC
FU\SWRFXUUHQ¥F D RDHYCHOD W ER® WHK® W RKDIW 1B W BKHIDQ LQW HUH V \
DGGUHVVLQJ WKH LVVXH VHYHUDO OHPBHILFIRE RBRXRQ KREZVYV TXHV\
/ILEUD VKRXOG EH UHJXODWHG DQG ZKHWKHU DW PHHWY WKH H[L
DPRQJ RWK¥HRPH FRER®WDWRUV KDYH DUJXHG WKDW EHFDXVH /LE
UHVHUYH DVVHWV WKDW FHUWDLQ DXWKRUL]J]HG VHOOHUV FDQ H
RSHUDWLRQDO VWUXFWXUH LV VLPLODU WR WKDW RQG7)V ZKLFK
UHH® SWLRQUSIRFKRNEIKERIRNFRDBRYRZOHGIHG WKDW /LEUD XVHV R
PHFKDQLVPV WKDW DWKHVERESDQ\WR (QWDLQHG WKDW WKH FU\S
EH FRQVLGHUHG DQ (7) EHFD XV HSIDVPIH\Q WOWRRBHVEKW R RSHUDWH
LQYHVWPHEW/YHKDF®OH DRODOUAMR RYG IDOO0 XWERMHWKIHIKW DQG
UHTXHUX ODSANSRJRYDO 7KH 6(& LV UHSRUKMHHGOKHYDLOIDWWERUUHQ
IDOO ZLWKLQ®™WKDW FDWHJRU\

190World Economic ForumBeyond Fintech: A Pragmatic Assessment Of Disruptive Potential In Financial Services

August 2017, alttp://www3.weforum.orglocsBeyond_Fintech-_

_A Pragmatic_Assessment_of_Disruptive_Potential_in_Financial_Services.pdf

©¥1'JLWDO DVVHWYV RIWHQ UHIHUUHG WR DV 3FU\SWR DVVHWWE DPRQJ RWKHU \
made possible by cryptography and blockchain, such as currency, commodity, security, or derivative on a commodity

CRS In Focus IF11004jinancial Innovation: Digital Assets and Initial Coin Offerindpy Eva Su

192 Bailey Lipschultz 3& RXOG $PD]RQ 0DQDJH <RXU ORQH\" %Bloah®&tyuiyl29 2DMBD O\VWYV 7KLQ
at https://www.bloomberg.coméwsarticles?201807-24/couldamazormanageyour-moneybernsteiranalyststhink-

so

WM EWHOOD ;LH 30RUH WKDQ D 7KLUGHR¥LSXQ\® D X WWNBIRSIreeRIpEBNaNaicB LQ 2Q

27, 2019, ahttps://www.wsj.condrticlesmorethana-third-of-chinais-now-investedin-one giantmutuatfund-

11553682785

194U.S. House Committee on Financial Services Hear{lf® PLQLQJ )DFHERRNTV 3URSRVHG &U\SWRFXUU
Impact on Consumerfnvestors, and the American Financial System, July 17, 2019, at
https://ffinancialservices.house.goalendar®ventsingle.asp®ventiD=404001

%'DYH 1DJLG 2*0RVW ,QWHUHVW LEYF.qon) J)ne’, QALY Htithst/wirwEet!. Bongections/
blog/mostinterestingetf-filing -everlibra?opaging4. For details on the ETF structure and operationsC&®

Report R45318ExchangeTraded Funds (ETFs): Issues for CongrdssEva Su

196 .S. House Committee on Financial Services Hear{fd PLQLQJ )DFHERRNTV 3URSRVHG &U\SWRFXUU
Impact on Consumerénvestors, and the Amerigdinancial System, July 17, 2019, at
https://ffinancialservices.house.goalenda®ventsingle.asp&¥entiD=404001

¥7'DYH OLFKDHOV DQG /DOUWY &R KBU 3W(R 5HILX O DWaHS)BeFJoERBUMNIY /LEUD -~

13, 2019, ahttps://www.wsj.condrticlessecweighswhetherto-regulatefacebookdibra-11563015601
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6RPH OHPEHUWRY &DQYHIDOVR H[SUHVVH¥ RISESRV SWRRIGI PR )DFHI
OHPEHUV H+RXWKHLQDQFLDO 6 HKUDNHF HFV. IRFRSIPR AKWGAMAR BHGU D | W

%LJ THFK 2XW R 2 K@ZRXEOHS $FRMHYE QMQH WHFEFK QR GRHDIWWURY IURP
GLIWDO DVVHWV LQWHQGHG WR EH XVHG ZLGHO\ DV D PHGLXP RI
Y D &K H

Conclusion

7KH DRDEWIJHPHQW LQGRPWOMQRYOIDQHEG E\ D KRVW RI LQWHUVHI
UHJXO/B WILRMU L O\ RYH U VAKHQGE\WWKIN D& XQGHUJRQH D QXPEHU F
LQFOXGLQJ LQFUHDVHV LQ LWV VLFHRIFKIDSLIMIVOL B DW K W Y MIMEL ¥
VKLIWV DZD\ IURP DFWLYH DQG WRZDUG SDVVLYH LQYHVWPHQW

RI SULYDWHR NHB®8PW LRHIVW K HADH. WWHU HRRSSRUWD QW SROLF\ LVVXHYV

ILQD QF LOIAMYWDELR U SQ®BKAHH BEWR RRYDROLRIOL RQQR Y D

$V D JHQH U VO FPIBQ\DA HRRIFSD KR MM QHUD WIHLG@ DIBEMDBL O L W\
FRQFWHWERPH RWXHQFLDO LW LMVE®E BIWGNW PDHPHUDU O\

DUH DJHQWY ZKR SURYLGEWRQKU WKDHQBUYBBYEBBV ZKR LQYHVW
DFFRXQWW GRHV QRW PHDQ WKDW WK HLIOQU@BWSS\HFALLMVFIUHH RI1 ILQ
VWUXFWXUDO YXOQHWBHBHPSMWIHRQ R N [DEOERJ X I[RGLKMHA WP LV PDW
Y X 0 Q H U IFIRLXGDLGV E H VR@ K H UFYRHEW H WD)RQ (7)V DBBHUDJHG OHQGLQJ
EXW WKHLU LPSOLFDWLRQV DUH XQFHUWDLQ

7KHVIHMD QDJHPHQW LQGXVWU\ LV JRYSIWROW B FENLIR @ WXIHH R W KDY\ \
YDULRXV SROLF\ LVVXHV LQFOXGLQJ WKH DSSURSULDWH OHYHO
IXQG GLVFORVXUH DQG SUR[\ YRWLQUFLDQ CLAM\R YWKWML A B HAL WIR LE
SURWHFWLRQ KDV JHQHUDWHG D QXPEHU RI LPSRUWDQW GHEDW
HQWU\ RI WHFKQRORJ\ ILUPV LQWR ILQDQFLDO VHUYLFHV

9% +RXVH &RPPLWWHH RQ )LQDQFLDO 6HUYLFHV 37KH .HHS %LJ 7HFK 2XW RI )LQ
https://ffinancialservices.house.goploadedfiledsills-116hr ikbigtech.pdf

Congressional Research Service 38



Capital Markets: Asset Management and Related Policy Issues

Appendix.Rel at ed CRS Products

&56 5SHSRUW&E&DSLWDO ODUNHWY 6HFXULWLHV 2I11THULRQDV DQG 5H

6 X

&56 SHSRUW(PFKDQUHDGHG )XQGV (7)V ,VVEXHW DRGX&RQJUHVYV

&56 5SHSRUW-8%6 DQG ,QYHVWRU &R®PHIHIHG GFW +&KXYIHWDO
ODUNHWYV 3URRRVGRQBWHG E\ (YD 6X

&56 SHSRUW&RVWYV Rl *RYHU QRRQW | QWHIWBSRQ@QVH WR WKH )LQDQ
5HWURV SE\FWRYWG :HEHO DQG ODUF /DERQWH

&56 ,Q
&56 ,Q

&56
6 X

&56

&56
6 X

&56

&56
6 X

Q

Q
Q

O O

YREXV ,DWURGXFWLRQ WR )LQDQFL BO0®DHIFY LIFEHR/Q \W\HW WHP L
YJREXV ,PWURGXFWLRQ WR )LQDQFLD@\6(HYDY&¥XHY &DSLWD
YRFXV $FFUHGLWHG ,QYHVWRU 'HILQLWLR@\D(@®G 3ULYDWH

YRFXV 3ULYDWH 6HFXULWLHV 21ITHULQJVE %IYPNEXRXQG DQ
JRFXV )LQDQFLDO ,Q@RWDWLRQ/HWV DQG ,ELWLDO &RLQ 2

YREXV 6& 6HFXULWLHV 'LVFORVXUH %DEW(WRX®XRG DQG 3R
YREFXV ORQH\ ODUNHW OXWXDO )XQGV $ )LODQNDDO 6WDEL
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Eva Su
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FROQQHFWLRQ ZLWK &569TV LOQVWLWXWLRQDO UROH &56 5HSRUWYV
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